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by H. J U S T I N DAVIDSON

. L I N E A R PROGRAMMING is a complicated tool. So is a car.

Suppose you have never seen a car before and arrive at
a driving school for your first lesson on how to operate
a car. T h e instructor takes you into a classroom: "This,
Sir, is a piston. T h e piston is connected to this next part
called a connecting rod. T h e connecting rod fastens to
to an eccentric called a crankshaft. T h e crankshaft. . ."
After the first lesson, you might decide that you never
really wanted to learn to drive a car. If it's that complicated . . .
Fortunately, most of us weren't forced to start with
the piston to learn to drive. It wasn't truly necessary. We
started with the steering wheel, the clutch and gearshift
and, especially, the gas pedal.
The same analogy applies to linear programming. If
we start with the mathematical innards, the "cee-jay" and
the "ex-eye-jay," it may take a long time to learn to use
the tool — when the training really isn't necessary. In
the following paragraphs, we will attempt to develop a
working understanding of linear programming. But we
will take the short way and stay away from the mathematics.
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Purpose:
The important points to understand about linear programming are its purpose and its applicability. What is
linear programming supposed to do? What sorts of problems can linear programming solve?
Generally linear programming is a method of solving
a wide class of problems —problems with two general
characteristics. First, problems where the objective is to
obtain a best solution. Second, problems where this best
solution must be obtained subject to certain limitations.
In linear programming terms, the purpose is to develop
optimum solutions subject to given constraints. N For a
working understanding of these terms, it is best to turn
to an illustrative problem.
An

Illustration

Perhaps the simplest illustration of a linear programming problem is the so-called "transportation" problem.
Consider the following example. Suppose we have three
plants which manufacture a single product. We will call
these three plants "origins". Now, suppose that the
DECEMBER,
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H. JUSTIN DAVIDSON'S latest book, entitled "Statistical
Sampling For Accounting Information" (co-authored by R. M.
Cyert), is part of Prentice-Hall's quantitative methods series.
As manager in the Management Services department of the
Chicago office, Mr. Davidson is involved in the participation
and administration of a variety of consulting activities, ranging
from accounting system design to scientific inventory control
systems, rate-of-return analysis and linear programming studies.
He joined TRB&S in 1957.

monthly output of the plants must be shipped to five
regional warehouses. We will call these five warehouses
"destinations". Suppose, also, that there are specific shipping costs for each possible routing from the plants, or
origins, to the warehouses, or destinations.
In this situation we have a typical linear programming problem. We have a problem for which we would
N
Technically linear programming is restricted to problems
where the objective and the constraints can be started in linear
form. Practically, this is not a limitation on the kinds of problems that may be attacked.
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like to find an optimum solution. In plain language, we
would like to minimize the cost of shipping the product
from the various origins to the various destinations. In
this situation we will also usually have constraints on
our choice of a solution. T w o typical kinds of constraints
might be:
(1) Ship the entire output of each plant, or origin.
(2) Ship specific quantities to each warehouse, or destination.
If we assume specific numbers for the shipping costs involved, the output at each origin and the input to each
destination, this typical transportation problem can be
set forth:
THE TRANSPORTATION PROBLEM*

Totals

Destinations

Origins

D2

D,

D5

D4

D3

o1
o2

3

2

3

4

4

5

3

3

3

2

0

5

Oa

4

4

3

2

3

6

Totals

2

2

4

4

4

16

In this problem statement, the symbols 0± to 0 3 refer
to the three origins. T h e totals in the right column are the
required outputs from each origin. The symbols D x to
D 5 refer to the five destinations. The totals in the bottom
row are the required inputs to each destination. Finally,
the figures in each origin-destination box are the costs of
shipping a unit of product from that origin to that
destination.
In the original problem statement, we indicated our
objective was to find the amounts to ship from each origin
to each destination which minimize total cost. In terms
of the figure above, the objective is to find numbers for
each origin-destination box that will minimize total cost.
At this point, we would note the similarity of this linear
programming transportation
problem to accounting
spread sheet problems. It is common for accountants to
work with a spread sheet (rows and columns of numbers).
For the accountant, it's common, too, for one of his objectives y to be obtaining footings and crossfootings for the
entries in the spread sheet.
In the linear programming problem, we, too, have a
spread sheet. (For mathematical purposes, we dignify the
spread sheet and call it a matrix.) But we have a slightly
N

This problem is adapted from A. Charnes and W. W. Cooper,
Management Models and Industrial Applications of Linear Programming, John Wiley & Sons, Inc., New York, 1961, Volume I,
pp. 4 1 , et. seq. This work is especially recommended as the most
complete linear programming reference available today.

4

different situation and objective. We have the footing and
the crossfootings; we want to find numbers that will make
them balance. In addition, we want them to balance in a
particular way. When we multiply the entries by associated unit costs, we want to obtain the least cost result.
Later, we will return to the similarity of accounting
and linear programming problems. But first let's turn to
the problem solution. How does the linear programming
technique help us to solve our transportation problem?
In general, there are two characteristics of the linear
programming problem-solving technique which are important to remember. First, linear programming provides
an iterative algorithm for obtaining the best problem solution. An iterative algorithm is simply a set of rules for
computing a solution. In dividing 76, 345 by 252, we
repeat a certain set of procedures over and over again
until we obtain the result to the number of decimal places
desired. T h e linear programming approach involves a
similar set of procedures which are repeated over and
over until the problem solution is obtained.
The second important feature of the linear program
ming approach involves the algorithm itself. Repeating
the algorithm, or set of procedures, always yields a solution equal to or better than the solution obtained by the
previous step.
To illustrate, suppose we applied the linear programming approach to our transportation problem. After finishing the algorithm for the first step, our solution might
look like this.
FIRST SOLUTION
TOTAL COST $42 N

Origins
Ox

2

2

o2

Destinations

Totals

1

5

3

o3
Totals

2

2

4

2

5

2

4

6

4

4
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This solution fulfills all the requirements of the problem
at a total cost of $42. Repeating the algorithm, we go to
the next step.
N

Usually a minor objective. We don't want to perpetrate the
concept of the accountant with the green eyeshade footing and
ticking the ledger.
N

Referring to the unit costs in the statement of the problem,
the total cost is obtained thusly: 2 units from O i to D i at 3 each
plus 2 units from Oi to D2 at 2 each plus 1 units from O i to D3
at 3 each plus 3 units from O2 to D3 at 3 each, and so forth.
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SECOND SOLUTION

Without going into the details, the linear programming
technique permits us to find this and other equally-best
solutions.

TOTAL COST $36
Origins

Destinations
D,

Ox

2

D2

D3

2

1

Totals

D4

5

3

Oo

o3
Totals

2

2

4

Advantages

D5

2

5

4

2

6

4

4

16

This solution also fulfills all requirements, but at a lower
cost of $36. The next step brings us to a best solution.

A BEST SOLUTION
TOTAL COST $30
Origins

Destinations
Da

D2

D3

2

2

1

Ox

D4

1

o3

2

4

4

4

2

2

D5
5

o2
Totals

Totals

4

5
6

4

16

This solution again meets all the requirements a total
cost of $30. At this point, our algorithm has a signalling
feature which tells us to stop. There is no other solution
which will meet requirements at a lesser cost.
Although we have obtained a best solution at this point,
we are not quite done. Possibly, there may be other problem solutions which are equally as good. In the particular
example, there is another solution which is equally good:

What are the advantages of the linear programming
approach? One obvious advantage is that it provides a
best solution to the problem. An associated advantage is
that linear programming provides alternative best solutions — if there are any — and second and third and
fourth best solutions, and so on. This advantage, the providing of alternative problem solutions from the top down,
is important.
As a fundamental principle in using mathematical
methods to solve management problems, one must realize
that it is usually impossible to express all factors of a practical problem in mathematical terms. Some problem factors, perhaps the most important, must necessarily be left
to managerial judgment. The alternative solution facet of
linear programming provides more room for the exercise
of informed judgment. Not just one solution is provided
for management to accept or to reject. A ranked set of
alternative solutions is provided for management evaluation with regard to intangible judgmental factors.
A second advantage in linear programming is that it
provides a means of evaluating structural changes. To illustrate what we mean by evaluating structural change,
suppose that, in our original transportation problem, the
route from origin 2 to destination 5 was not available.
Suppose we want to evaluate the effect of the following
structural change — how much is it worth to be able to
ship from origin 2 to destination 5?
As a roundabout way of answering this question, we can
determine the best solution to the problem when the route
from origin 2 to destination 5 is not available. If we do,
we find that the best solution for the altered problem is a
program with a total cost of $42. (Continued on page 36)
BEST SOLUTION

EQUALLY BEST SOLUTION

ROUTE 0 2 - D5 UNAVAILABLE
TOTAL COST $42

TOTAL COST $30
Origins

Totals

Destinations
Dx

D2

D3

1

2

2

o,
o2
o3
Totals
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1

2

D5

4

2
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2

4

4

4

4

5

Ox

5

Oo

6

o3

16

Totals

Totals

Destinations

Origins
Dx

Do

D3

2

2

1
3

2

2

4

D4

D5
5
5

2
2

4

6

4

4

16
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Partners' Meeting

T h e 16th Annual Partners' Meeting was held at the
Drake-Oakbrook Hotel in Chicago October 30 to November 1. Robert Beyer was again named Managing Partner
of the firm and Robert M. Trueblood was named Chairman of the Policy Group. Others selected to the Policy
Group are:
Robert Beyer, Executive office
Karney A. Brasfield, Washington, D. C.
William K. Carson, New York
John Crouch, Kansas City
Milton M. Gilmore, San Francisco
Gerald E. Gorans, Seattle
Paul E. Hamman, Detroit
Allen Howard, Chicago
Kenneth S. Reames, Detroit
Richard C. Stratford, Los Angeles
E. Palmer Tang, Minneapolis
William W. Werntz, Executive office
This year considerable time was given to workshop sessions so that individual groups of partners could discuss
technical subjects and administrative matters of special
interest. (Photos A & B) One highlight of the meeting
was a talk by William Golden, Chairman of the Board,
Kirkeby-Natus Corporation on "What the Board of Directors Expects of Accountants."
At a dinner on Thursday evening, William Werntz presented engraved silver trays to each of the new Advisory
Partners (Photos C and D) They are:
Hugo R. Breiden
Howard D. Hull
Howard H . McConnell, Sr.
John W. McEachren

George F. Meitner
Jackson W. Smart
Edward P. Tremper

T h e attendance of both George L. C. Touche and
Howard Ross made possible the first photograph of
"Touche, Ross, Bailey & Smart." Mr. Touche is the son
of Sir George Touche who founded George A. Touche &
Co. in London in 1898, and Mr. Ross is the son of P. S.
Ross who founded the Canadian firm of P. S. Ross & Son
in 1858. Shown in Photo E are Messrs G. L. C. Touche,
George D. Bailey, Jackson W. Smart and Howard I. Ross.
At the meeting, in addition to Mr. Ross, W. M. Brace,
Gerald Fisch, and Bruce Willis attended from Canada.
Enrique Carstens came from Mexico. T h e partners were
also pleased to have advisory partners George Bailey,
Frank Hawley, Ralph Hunt, George Ludolph, Wayne E.
Mayhew, William Waggoner, William Bechert and Henry
Mendes in attendance.

A Case Study

Utilizing the
Computer
in Auditing
The authors ivish to express their appreciation to Firth Sterling Inc., for their
cooperation in preparing this article.

Articles written about auditing and electronic data processing in recent years 1 indicate that the auditor is going
to have to revolutionize his audit approach because of the
changed nature of the audit trail. There is no question
that changes will have to be made by those who audit
"through the computer" rather than "around the computer." Before attempting to use the computer as an audit
tool, however, the auditor should be well aware of the
problems which will confront him. T h e purpose of this
article is to present some of the problems encountered in
using the computer in auditing and to indicate the results
obtained from such an approach. T h e empirical evidence
comes from work performed by an Audit-EDP team 2 in
the area of accounts receivable, including order entry, invoicing, and cash receipts, at F I R T H S T E R L I N G Inc.,
a Pittsburgh Office client selected for case study work as
part of the Audit-EDP Study Project.
Summary

by Walter T. Porter and Joseph F. DiMario

of System

F I R T H S T E R L I N G , a specialty steel manufacturer,
with a sales volume of approximately $35,000,000, processes accounting and operational data on an IBM 1401
Data Processing System. The Company converted its data
processing from a punched card unit record system to a
computer in July — starting with order entry, invoicing,
and accounts receivable updating.
The planning of this conversion began in January, 1962,
and was based upon recommendations incorporated in a
feasibility study performed by T . R . B.&S. During the
planning period, we met periodically with the client personnel to aid them in systems design and to provide management with an appraisal of progress.

Joseph F. DiMario

Walter T. Porter

WALTER T. PORTER is currently a member of the firm's
Audit-EDP Study Project Task Force. He is also a Ph.D. candidate at the Columbia University's Graduate School of Business
where he is engaged in writing his dissertation, The Utilization
of the Computer in Auditing.
Mr. Porter received his B.S. from Rutgers University in 1954
and his M.B.A. from the University of Washington in 1959. He
was a member of the Management Services Staff of the Seattle
Office from 1959-1961.
He is a member of the AICPA, AAA, NAA and Beta Gamma
Sigma. He has taught accounting, auditing and statistics at
Columbia. He is married and has two children.
JOSEPH F. DI MARIO has been a member of the Pittsburgh
Management Services staff since 1960.
Mr. DiMario received his B.S. in engineering from Carnegie
Institute of Technology in June 1954. After a three year term
in the Air Force he returned to Tech where he received an
M.S. in Industrial Administration in June 1960.
He is an associate director of the NAA, Treasurer of TIMS
and is active in the Jaycees and other civic groups. He is married and has a four year old daughter.
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The system includes a teletypwriter order entry network, a 1011 paper tape reader, four 7330 magnetic tape
units, a 1402 card-read punch and a 1403 printer. T h e
central processing unit is a 1401 with storage capacity of
12,000 alphamerical characters of 8-bit core storage.
All orders are transmitted to the Home Office in Pittsburgh over the teletypewriter system and a paper tape is
prepared at Pittsburgh for the orders received in addition
to a seven-part sales order form. T h e paper tape is read
1
For an excellent survey of the subject, see "Impact of EDP
on Auditing," by Gregory Boni in The Journal of Accountancy,
September 1963.
2
This team consisted of Henry J. Rossi and Joseph F. DiMario
cf the Pittsburgh Office and Walter T. Porter, Jr., a member of
the firm's Audit-EDP Study Project team. William G. Johnson
cf the New York Office assisted in the development of computer
audit programs. Dennis E. Mulvihill, Manager — Computer
Systems and also a member of the Audit-EDP Study Project team,
gave excellent guidance during the planning stages of the case
study.
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into the 1401 computer, using the paper tape reader. T h e
computer program performs certain validity checks on
the incoming orders and writes a magnetic tape for all
valid orders. T h e orders on this tape, after being sorted in
order number sequence, are processed by the computer to
generate a printed Daily Orders Entered Register, an updated open order magnetic tape, an inventory control
tape, punched cards for the day's orders, and other
punched card output for the preparation of printed reports.
T h e open order magnetic tape is processed by the computer, with punched cards for orders shipped, to prepare
invoices and punched cards for the day's billings.
T h e billing and order cards, together with punched
cards for cash receipts, credits, and other activity affecting the accounts receivable, are processed by the computer
to update the accounts receivable magnetic tapes and to
prepare a daily sales-cash receipts journal which also includes the daily cash deposit slip.
T r a d e accounts receivable average approximately
$2,500,000 and consist of over 4,000 accounts of which
approximately 5% of the accounts represent about 80%
of the total dollar value.
The accounts receivable are on two magnetic tapes.
One is the Basic Record tape which contains 523 characters of data including customer number; name and address; account balance; amount on order by product line;
credit limit; and credit, delinquency and sales history. T h e
other magnetic tape is the Item Record and contains the
details supporting the Basic Record account balance.
These tapes are retained for three days before being written over. T h e date on which the tape can be written again
is placed on the tape header label and an error message
is printed on the printer, in accordance with the computer
program, if the tape is used prior to the "Write" date. T h e
auditor who wishes to use the computer must be cognizant
of the client's retention cycle so that information in computer-readable form is not destroyed before the auditor
processes it or creates an auditor's tape.
At month-end, the accounts receivable magnetic tapes
are processed to print the aged trial balance and the
monthly statements for customers desiring statements.
Auditing

Objectives and

Techniques

T h e objectives of our audit work were:
1. T o evaluate the client's system of internal control,
including the design of appropriate tests.
2. T o determine the validity of the client's year-end
accounts receivable amount and to evaluate the collectibility of the accounts.
DECEMBER,
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Evaluation

Procedures

We evaluated the system of internal control by using the
techniques of observation, inquiry, and review of documentation. Our review of the client's documentation included a review of existing manuals narratively describing
the computer system and procedures, a review of computer flow charts and detailed block diagrams, and a
review of source documents and the layout of the punched
card and magnetic tape input and output. T h e tests we
designed, in many respects, differ from those used in the
past. Conventionally, the auditor has selected actual
accounting transactions that have been previously processed by the client. The client's system design emphasizes
"total" management information rather than only financial information. Such a system alters the audit trial; thus,
our tests must differ from those traditionally employed. 3
Some of these tests require computer audit programs.
Others require the creation of dummy but realistic transactions designed to test not only the routine processing but
also the computer program controls and exception reporting. Most of our new tests are more operation-oriented
than the tests used in prior years.
A good example of this changed concept is our testing
of the order entry process. This process generates output,
in computer-readable form, for inventory control, invoicing, backlog reporting, and credit limit checking. T h e objectives of our tests and the procedures used are:
Objective — To determine that all orders transmitted
by the branches get processed properly on the open
order file and that the client's computer program controls exist.
Tests —•
1. Transmit a valid order to be shipped "as soon as
possible" and trace it to the orders entered register.
2. Transmit a valid order to be shipped "as soon as
possible" and make a change in the quantity ordered on the following day. Determine that the
change appears on the change order register and
that the open order file reflects the change. To
determine that the open order file is changed, process an inquiry card with the client's search computer program along with the magnetic tape open
order file.
3. Transmit the following incorrect orders and determine how they are processed:
a. An order that has inconsistent information in
related fields.
3
For a review of audit work performed in an On-Line, RealTime system, see "Auditing Automatic Source Recording," by
Robert Benjamin in The Quarterly, September 1963.
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b. An order that has an improper discount.
c. An order that is improperly priced.
d. An order that has an order number with
more characters than permitted in the magnetic tape layout. (An overflow condition)
Objective — T o determine that the open order file is
reviewed periodically for unusual items.
Tests —
1. Transmit a valid order and destroy the shipping
copy of the sales order;
2. For a selected day in the test month, process the
client's open order magnetic tape using our computer program A R T - I which tests all orders for:
a. Improper cash discounts.
b. Consistent pricing for selected stock items.
c. Inconsistent data in related fields.
d. Stock items not shipped 15 days from order
date.
e. Production items not shipped 30 days from
order date.
f. All items back ordered.
3. Obtain satisfactory explanation from the client for
all exceptions resulting from the above tests.
Year-end

Procedures

In the past, year-end work has included:
1. Confirming approximately 80% of the dollar
amount of the accounts receivable by selecting,
for positive confirmation, all accounts with balances in excess of $5,000 and by randomly selecting, for negative confirmation, 10% of all accounts
with balances less than $5,000.
2. Footing the client's aged trial balance and checking the aging of the accounts in the trial balance.
3. Reviewing sales and shipping records and credit
memorandums for a period subsequent to yearend to determine whether such transactions have
been recorded in the proper accounting period.
4. Examining credit files, contracts, correspondence,
etc., on all major accounts and overdue accounts
to evaluate their collectibility.
All of the above procedures were performed manually
by the audit staff in prior years. This year, the audit manager decided to use, to the extent possible, the computer
in the year-end work. The use of the computer involved
a review of the client's Accounts Receivable magnetic tape
layout to determine what information was available in
computer-readable form. We found that, because of the
information available in the magnetic tapes, certain audit
work could be performed this year which we were unable

10

to do last year because the information either was not
available last year or was available in such a form that it
was impractical to evaluate. Once the tape layout was reviewed and the audit procedures formulated, we developed computer audit programs. T h e development of the
computer audit programs for year-end work is discussed
in a later section of this article.
Problems
In performing the audit work, we encountered problems
which can be associated with three factors:
1. Conversion.
2. Time.
3. Technology requirements.
Conversion
The conversion process will not always be taking place
at the time of audit work at companies with computer
installations. But, with the increasing number of conversions and the time required for a conversion, the probabilities of the auditor encountering a conversion are rather
great. As you can well understand, conversion is a trying period — a period where E D P personnel and others
affected by a changing system are under real, and sometimes magnified, pressures of time and management demands. Because of these pressures, plans for documentation and the converting of historic information to master
tapes are brushed aside.
From an auditor's viewpoint, five problems can be related to the conversion:
1. Complete documentation on certain phases of the
system is not available. F I R T H S T E R L I N G ' S systems and procedures manual included only a narrative description of the order entry process. The
Company plans to document the other computer
processing areas, but conversion problems have been
too great to permit this.
2. Some of the existing documentation is difficult to
review. We found that block diagrams were not only
lengthy and detailed but included a mixture of autocoder programming symbols and conventional symbols. In general, only the programmer who prepared
them could fully understand them.
3. It is difficult to get access to programmers and systems design personnel. E D P personnel, under pressure to write programs and debug and rewrite
programs, have little time to do anything but their
productive work.
4. There are frequent changes in programs. These
changes affect the auditor's understanding of the
THE
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system and require many amendments to the writeup of the system.
5. There is incomplete information on the master magnetic tapes. We found that orders were not on the
accounts receivable Basic Record tape. We had
planned to use this information in performing some
of the tests included in our computer audit programs.
Hence, we had to adopt alternative procedures.

b. Program coding, keypunching, assembly and
testing — 70 hours.
T h e Audit-EDP team performed all of the work except
program coding, keypunching and assembly. This work
was done by non-client personnel who were programmers
at a local bank. The additional out-of-pocket cost to a
client for this work is not very significant in relation to
our lowest billings rates and in relation to the "opportunity cost" of using their own programmers during a conversion period.

Time
From an auditor's viewpoint, two problems are associated with the time factor:
1. A significant amount of time is required to evaluate
the system of internal control in a sophisticated computer installation and to develop computer audit
programs; hence,
2. A significant audit fee is incurred — in this case,
$10,500.
We spent about 530 hours which consisted of:
1. Evaluating the system of internal control in order
entry, invoicing, and accounts receivable cycle and
formulating tests — 230 hours.
2. Developing computer audit programs to perform
year-end work in accounts receivable:
a. Flow charting, input-output design, and block
diagramming — 230 hours.

The auditors must be aware of the significant amount
of time required to audit a computer installation and
should appraise the client of this fact before performing
the work. This does not mean that the auditor has to
approach a client with "his hat in his hands." Certainly,
the client should be informed that the amount of time
spent initially evaluating a system and developing computer programs will not be necessary in future years and
will be partially offset by the reduction in time performing
audit procedures manually.
In addition, there are basic financial management reasons why a client may be anxious to have an evaluation
of the internal controls of a computer installation and to
have us develop computer audit programs. One of the
major characteristics of an electronic data processing sys(Continued

EXHIBIT 2
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NAME AND ADDRESS

NUMBER

T S

DIFFERENCE

BALANCES

ACE INC
2105 WINSPEAR AVE
MADISON ILLINOIS

1 0

7280.31
937.41

BALANCE
30 DAYS
60 DAYS
90 DAYS

0350000

ACME COMPANY
7055 BEST RD
LANSING 4 MICH..

1 0

12408.47
2463.94

BALANCE
30 DAYS
60 DAYS
90 DAYS

051^000

ADDER CO
YAKIMA WASH

1 0

33347.91
23180.43

BALANCE
30 DAYS
60 DAYS
90 DAYS

1161000

BOOM TOOLS
12360 ASPEN LANE
BOULDER COLORADO

1 0

6037.19
3022.76

BALANCE
30 DAYS
60 DAYS
90 DAYS

1466000

CRISP FORGING MPO
LOWELL MASS

1 0

34246.84
23082.57

BALANCE
30 DAYS
60 DAYS
90 DAYS

2511000

DUNHILL SUPPLY
4390 SOUTH CANTON ST
CANTON OHIO

1 0

5772.28
2236.99

BALANCE
30 DAYS
60 DAYS
90 DAYS

2620075

EARTH-MOVERS INC
PUYALLUP WASH

1 0

11784.47
7121.74

BALANCE
30 DAYS
60 DAYS
90 DAYS

2646000

ESTHER TOOLS
COLLEGE LANE
WILLIAMS PA

1 0

7234.73
255.96

BALANCE
30 DAYS
60 DAYS
90 DAYS

2

3170000

FIRST SUPPLY
6360 DIVISION RD
BATTLE CREEK MICHIGAN

1 0

8098.33
75.20

BALANCE
30 -DAYS
60 DAYS
90 DAYS

i

3262310

GUNN FORGING
BARNESVILLE INDIANA

1 0

6738.26
3212.17

BALANCE
30 DAYS
60 DAYS
90.DAYS

\

*
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0333500

1

PACE

FIRTH STERLlNGt INC.

on page 37)

l

i

EXPLANATION AND DISPOSITION

NO REPLY

i

PAGE TOTAL
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10 ACCOUNTS

BALANCE

1329"8.79

30 DAYS 65589.17

60 DAYS

90 DAYS

11

Ooluatton. oArrruj
• The Salvation Army operates in 86 countries. It
preaches the Gospel in 103 languages and maintains
20,464 religious and charitable centers.
Salvation Army Services include
• Dispensaries and clinics
• General hospitals and maternity homes and hospitals
for unmarried mothers
• Children's homes and foster care service
• Settlements and day nurseries
• Emergency lodges for women and children and hospitality houses for transient men
• Homes for senior citizens
• Men's Social Service Centers, reclamation program for
men who are provided housing, counsel, medical and
psychiatric care as they salvage and recondition for sale
materials donated by the public
• Correctional Departments, whose officers visit prisoners
in state and federal institutions, assist their families,
help ex-prisoners find work, and conduct a Bible correspondence course in which nearly 4,000 prisoners are
enrolled
• Missing persons bureaus, which find over a thousand
persons each year
• Employment services
• Boys' clubs
• Summer camps
• Red Shield Servicemen's Clubs and drop-in centers,
and Salvation Army-operated U S O Clubs
• Immigrants' services
• Evangeline residences providing moderate cost-of-living
for business women.
THE
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The History of the Red Kettle
T h e collection kettle of the Salvation Army has become
as traditional a part of the Christmas street scene as holly
and mistletoe. How the red kettle originated, however,
and why it exists, is a story not often told.
It began on a stormy night shortly before Christmas in
1894. A ship was driven onto the rocks by the wind on the
Pacific Coast near San Francisco. T h e survivors, shivering
and cold, were helped to shelter in a nearby Salvation
Army building. The Salvation Army was hard put to care
for the ship-wrecked people. California, along with the
rest of the nation, was in the grip of a severe depression
that year, and there were already many impoverished seamen and longshoremen in the shelter.
It was not long before the food supply was exhausted
and the situation looked desperate. Then one of the Salvation Army lassies, ladling out the last few spoonfuls of
soup, had an ingenious idea. Stepping out into the bitter
cold, she carried the soup cauldron itself to a busy street
corner, where she set up a sign that said "Keep the Kettle
Boiling." She rang a bell to attract attention, and those
passing by, amused by the little sign, began to drop coins
into the kettle. T h a t night there was soup enough for all.
By the following year, word of the appeal of the kettle
had spread. When Christmas time came around, thirty
kettles were set up in towns along the West Coast to help
the poor. In 1897 the idea found its way to Boston, where
the kettles were "kept boiling" and 150,000 Christmas
dinners were given to the needy there.
Since the kettle seemed to capture the imagination of
those who wanted to help others in the holiday season, it
soon came to be a Christmas symbol of T h e Salvation
Army. For sixty years now, happiness for millions at
Christmas has come out of the bright red kettle.
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w RITING ABOUT the new mathematics these days is a
safe and popular venture: everybody is talking about it,
and no one really knows exactly what it is. Such erudite
institutions as The New York Times, The Saturday Review, The American Mathematical Society, and T h e
Mathematical Association of America have entered the
foray with the result, surprisingly enough, of adding new
dimensions to the confusion. 1
The widespread self-consciousness about education in
the United States, as Sputnik I orbited the Earth in 1958,
focused national attention on the importance of mathematics. Though mathematicians were pleased to find that
their traditionally "dull" subject had become the object
of public concern and support and even catapulted to
editorial pages, the sudden glare of the limelight took
them by surprise. A sense of urgency surrounded the everpresent task of revising curricula and courses; and, for
the past five years, mathematics teachers have found
themselves beset by new proposals to do this and do that
and by a vast array of definitions, sometimes contradictory, of just what new educational problems need to be
solved. The controversy and confusion which now surrounds the new mathematics is due in part to the haste
in which this reappraisal was undertaken.
There are, of course, a number of other reasons for the
controversy; and it is hardly necessary to comment that
any attempt to bring order out of the present confusion
must trace the causes of it. As mathematics teachers are
painfully aware, the definition of a problem is a major
part of its solution.
As I see it, the sources of the arguments surrounding
the new mathematics are the following; the problem of
SEMANTICS, which, for example, finds different writers
attaching to the same word quite different meanings; an
honest difference of opinion as to what the CONTENT of
the new mathematics should be; and a failure to give the
new mathematics its proper HISTORICAL perspective (for
example, when did it begin, how "new" is it really, and
where is it going) with the result that its importance and
innovations are often exaggerated.
Any attempt to treat these three extensive problems in
an intensive manner is really quite difficult, since they
have been widely misunderstood, but I shall comment on
each of them briefly and in the order in which they are
stated. Since almost all of the present debate has concerned itself with secondary school mathematics, my
remarks shall be confined, for the most part, to mathematics at that level.
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With regard to the problem of SEMANTICS, the first
error here is in the use of the word new in connection
with mathematics at the secondary school level. I presume
that this use of the word would imply to the layman that
the mathematics now being taught has just been discovered; whereas nothing could be farther from the truth.
Professor W. W. Sawyer, a noted mathematics scholar
and author, in a recent denunciation of the use of the
word new in this connection, commented, after noting
that most of the mathematics now being introduced into
high school curricula was known by the nineteenth century at the latest, "We do not serve the cause of education,
of mathematics, or of honesty by calling old things new,
by making simple ideas appear imposing." 2 What is N E W
is the emphasis being given to topics which were previously taught and the introduction of topics which were
not previously treated; and I shall discuss these further
in connection with the content of the present secondary
school curriculum.
To press the semantic problem somewhat further, since
it is the basis of so much of the present debate, I would
like to cite several other instances of words in mathematics which have come to have widely divergent connotations :
— T o high school students the word algebra denotes a
subject (probably epitomized by quadratic equations)
which is studied in the ninth grade and, more often than
not, over again in eleventh grade; whereas to professional
mathematicians algebra denotes an extensive area of
higher mathematics which is presently alive with research
and new results. Little wonder that freshmen become confused when a professor tells them that he has written his
Ph.D. thesis in algebra.
— T h e Pittsburgh Public Schools refer to their brandnew and sophisticated course for high school seniors as
analysis, but to students at Ohio State University, for
example, analysis means the first really high-powered
graduate course in functions of a real variable. And now,
just recently, our own Department of Mathematics at
Carnegie has chosen to relabel its freshman and sophomore analytical geometry and calculus sequence simply
analysis.
—For the first time in the public schools, children are
taught about sets, sometimes as early as in the fourth
grade, and they are told that the word sets refers to such
collections of things as the children in their classroom or
the states of some union. But to graduate students in
mathematics the word sets suggests such things as, perhaps,
a geometric manifold with strange topological properties.
— T o mathematicians the word topology refers to a
THE
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fairly abstract area of higher mathematics which students
are really not mature enough to deal with until after they
have finished their undergraduate work. And yet several
months ago, as a judge at an essay contest for high school
students, I heard a tenth-grader read a ten minute paper
on topology, in which he felt that he had dealt with the
whole subject quite adequately.
It is really very paradoxical, and indeed quite embarrassing, that mathematics, which presumably is THE academic discipline in which words and concepts are precisely
and unambiguously defined, should find itself for the moment in such a semantic spin. And there is little wonder
that various writers and editors find themselves sparring
with each other as to what the new mathematics is all

about. The University of Illinois Committee on School
Mathematics ( U I C S M ) , in addition to its many notable
achievements, is trying to straighten out the semantic
problem, at least at the high school level, by substituting
brand-new words for ones whose meanings have become
clouded; but I think that the question as to whether this
dispels the confusion or compounds it is also a matter for
debate.
With regard to the CONTENT of the new mathematics,
I have already commented that the first thing that can be
said it that it is not new! What, then, does distinguish it
from the mathematics which was taught almost everywhere until five years ago? The answer lies in the
emphasis and selectivity of the topics in the various new

The New
Ma th ema tics
-a
Controversy
by Allen F. Strehler, Associate Professor, Department of Mathematics, Carnegie Institute of Technology,
We are indebted to the Carnegie Tech Quarterly for this reprint from their January '63 issue.
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curricula, and while there are differences here from program to program, I think that certain common features
are beginning to emerge which are fairly easy to delineate.
In my own best judgment these characterizing features of
the new mathematics are the following:
1. It eliminates those topics which are relatively unimportant. Probably the two best examples of topics which
are, or were, overworked in high school are trigonometry
and solid geometry. In trigonometry, which previously occupied a full semester, the students spent much of their
time computing the widths of imaginary rivers which they
could not cross, or computing the height of some flagpole
at different times of day — correct to more and more
decimal places — using logarithms. This work is now being trimmed down to one-half or two-thirds of a semester,
and the emphasis is being placed on the analytic aspects of
the subject. In this connection it is interesting to note that
in our own course for Margaret Morrison women, S-204
Fundamentals of Mathematics, we treat all of trigonometry in four weeks, and we have found that there is no significant difference between the performance of those
students who have had a whole semester's previous work
in trigonometry and those who have had none. Similarly,
much of solid geometry had consisted of theorems which
were of no abiding interest even to professional mathematicians. For this reason, Carnegie Tech in 1957 dropped
the subject from its entrance requirements and thus
became one of the first of many colleges to do so.
2. It integrates those topics which are important. What
remains of solid geometry is being combined into a oneyear course with plane geometry. This has been found to
be a reasonable combination time-wise, and there are obvious pedagogical advantages to treating a given problem
in two dimensions and three dimensions simultaneously.
Futhermore, plane geometry had been taught in such a
sterotyped manner that students all over the country,
from Bangor to Berkeley, arrived at the same theorem at
Christmas time and then at another thorem at Easter.
One purpose of high school geometry is to teach deductive
reasoning, and the School Mathematics Study Group
( S M S G ) , in one of its new experimental text books, feels
that it has achieved this purpose by introducing a shorter
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"deductive chain" which takes only ten weeks of study.
(I must give credit here to my colleague Professor Borden
Hoover who, in several talks before high school teachers
in 1956, foresaw that plane and solid geometry could be
combined and shortened in this way.)
3. It introduces recent and important
developments
in mathematics. For example, probability and statistics,
with which almost everyone is confronted daily in the
printed media and on television, was scarcely touched
upon in the classroom until five years ago when the
Commission on Mathematics of the College Entrance
Examination Board came forth with its highly successful
experimental textbook, Probability and Statistical Inference for Secondary Schools. Professor Frederick Mosteller
of Harvard (an alumnus of Carnegie) was invited to deal
with the same subject in his lecture series on NBC's Continental Classroom for the spring semester of 1960-61, the
first year that a mathematics course was offered for college credit over network television.
4. It emphasizes the structure of mathematics, rather
than isolated topics. For example, algebra and geometry
had been treated as though they were disjoint disciplines,
separated by .a long summer, and taught by different
teachers who had become specialists only within their own
subjects. "Theorems" were unique to geometry, whereas
"equations" were unique to algebra. Now students are led
to understand that these two subjects have their counterparts in each other; that real numbers are useful in
proving geometric theorems; and that such underlying
principles as the associative and commutative laws, far
from being limited to algebra, have important interpretations and applications in other branches of mathematics.
Unfortunately, and unbelievably, these strong algebraic
laws had often been dismissed by even algebra teachers as
being unimportant or else too intricate to bother with,
even though they had appeared in bold-face type in the
textbooks.
5. It introduces subject matter to students earlier than
was previously thought possible. For example, the notion
of a set, which previously was not mentioned even in high
school, is now sometimes introduced in grade school.
Group theory which previously had its "corner" in the
THE
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junior year in college at the earliest is now being introduced in high school. And calculus, of all things, which
the colleges previously guarded jealously, is being taught
very successfully in some high schools which can supply
the happy combination of able students and well-prepared
calculus teachers. While these trends appear off-hand to
hold nothing but advantages for student and teacher
alike, I should hasten to add that some mathematicians
have real fears about the dangers inherent in giving superficial treatment to profound and intricate mathematical concepts. They feel that an inevitable effect will be
to train some youngsters to be simply pseudo-sophisticates
in mathematics. T h e tenth-grader and his paper fell short
of a real understanding of topology. Perhaps it is this development over the last five years, the introduction of
concepts to students much sooner, that has led to the
widespread and mistaken notion that sets, binary numbers, and group theory are new, in spite of the fact that
all of them are at least a century old.
Finally, I would like to comment about the HISTORY of
the new mathematics. There is no doubt that the new
mathematics as it is perceived by the layman was swept
into the public mind shortly after the successful launching
of Sputnik I. A certain evolution in the pedagogy of
mathematics was in progress slowly but unremittingly at
that time, both on the secondary school and college levels,
receiving its greatest impetus from T h e Commission on
Mathematics which was established by the College Entrance Examination Board in 1955. But is was that historic satellite which blew the whole problem wide open.
All of a sudden it made the competitive position of America clear, forced the country to re-examine its scientific
resources, and focused attention on the fierce shortage
of personnel, especially in mathematics, the discipline on
which so many other sciences depend. I do not mean for
a moment to underestimate the contribution which the
vast interplay of political, social and technological events
has forever made to the growth of mathematics. I am simply commenting on the explosive appearance of the new
mathematics on the secondary school scene in 1958.
I recall attending a meeting of mathematicians in
Washington, D.C., several months after the launching of
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Sputnik I, and the atmosphere of the conference was vibrant with the new importance which people everywhere
were attaching to mathematics. A distinguished professor
exclaimed to some of us in the hotel lobby one day. "Sputnik I has done more for the cause of mathematics and
mathematicians in this country than we have been able to
do for ourselves in the past two hundred years." It was as
though we were poor cousins whose great aunt had just
died and left us a fortune; or as though we had just been
given membership cards to some elite club and did not yet
have the proper formal clothes to wear.
One unfortunate consequence of that surprise attack,
and the one which is still causing confusion as to what the
new mathematics is, or what it should be, was the fact
that it caught the forces of mathematicians in almost
complete disarray, with the result that we didn't know
which way to run and hence have found ourselves running in every direction at once. The new mathematics has
become a controversy that has pitted old friends, and even
old office mates, against each other; and I think that no
one is really certain as to what the final outcome of this
stimulating debate will be. Certainly to indicate that the
matter is resolved, as some authors have chose to do, is
an incorrect statement of fact.
What final form the new mathematics takes — and it
is bound to take a more stable form, since the whole evolution is inevitable — is only a matter for time to decide.
O r perhaps I should say for the mathematicians to decide
— as they regroup their forces. At the moment, the new
mathematics is essentially a renewed mathematics —
renewed in the attention it has attracted from many
interested participants and observers; in the searching reexamination which has been forced upon its pedagogical
intricacies; and in its increased importance in and age and
society deeply involved in technology — Allen F. Strehler,
Associate Professor, Department of Mathematics.
1

See, for example, "Teaching of 'New Math' Stirs Wide Debate Among Teachers," The New York Times, September 21,
1962; "The New Math,*' The Saturday Review, January 19,
1963; "On the Mathematics Curriculum in the High School,"
American Mathematical Monthly, March, 1962.
2
"Debunker's-Eye View of 'New' Math," Christian Science
Monitor, February 16, 1963.
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The International Committee held its annual fall meeting in the heather covered hills of Scotland. T h e date
(September 16-18) and the place (Gleneagles Hotel) were
planned to fit in with the September meeting of the European Congress of Accountants in Edinburgh, Scotland.
Most of our European associates were represented at the
latter meeting, and several special TRB&S events were
held.
Despite the lure of three beautiful golf courses, the
quiet atmosphere at Gleneagles was conducive to work.
A longer than usual meeting had been planned to give the
full Committee an opportunity for extensive discussions
of all aspects of our international practice.

THE COMMITTEE AT LUNCH

Discussing the actions taken during the
morning session are the Committee's
Chairman — Robin Adams (R) and Secretary — Jim Johnston.

Many matters of importance were discussed, but the
most significant decision involved the organization of our
international practice. TRB&S has come a long way in
the last four years, and the Committee firmly believes that
expansion of international business activities offers great
opportunities for future growth of our International
Group and its individual firms. T o capitalize fully on these
opportunities, however, more centralized co-cordination
of our individual efforts is essential. To meet this need,
the Committee created the new position of International
Co-ordinating Partner.
T h e Committee appointed Donald J. Bevis to fill this
new position. As International Co-ordinating Partner, he
will be responsible for the development and implementation of plans and programs to promote the expansion and
improvement of our international practice in all fields of
service. Mr. Bevis will assist all the firms in the International Group and will report directly to the Committee.

THE INTERNATIONAL COMMITTEE — 1963

Seated left to right: John A. Wilson, Canada; Robert Beyer, U.S.A.; Robert Adams, Chairman, U.K.;
John W. McEachren, U.S.A. Standing left to right: Donald J. Bevis, U.S.A.; William R. S. Ritchie, U.K.;
James I. Johnston, International Secretariat; G. Meredith Smith, Canada; Howard I. Ross, Canada.

THE COMMITTEE
AFTER WORK

Relaxing before dinner are Leonard Pells, Jack Wilson, John
McEachren and Mrs. Wilson.

THE COMMITTEE
IN SESSION

Howard Ross, Meredith Smith and
Bob Beyer wait for the afternoon session to begin.

r

THE COMMITTEE
AT LUNCH

The discussions
continue
during lunch, at which time
the Committee ivas joined
by the members of the
International Management
Services Committee. With
Howard Ross, John McEachren, Meredith Smith
and Bill Ritchie are management services partners
Roger R. Crane of the U.S.A.
firm and R. Keith Somerville
of the U.K. firm.

THE COMMITTEE AFTER WORK

THE COMMITTEE IN SESSION

Howard Ross, Jack Wilson and Robin Adams about
to tee off for some late afternoon golf on the challenging King's Course.

Listening intently to the discussion, next to John McEachren
are Frederick V. Sinden and Leonard Pells, who attended the
meeting as observers. Messrs. Sinden and Pells are partners
in the London firm of Kemp, Chatteris & Co. which has recently become associated with TRB&S.

Restoration
and Recapture:

The Auditor's

Responsibility

I N T H E FUTURE, the preparation of federal income tax
returns for audit clients will require additional work to
insure that transactions involving restoration of the investment credit and recapture of depreciation are properly
reflected in the returns. Audit engagements in which the
responsibility for the preparation of the federal income
tax return has been retained by the client will require
consideration of restoration and recapture because of the
effect which the operation of these new rules will have on
a client's tax liability.
Although the tax department ultimately may have to be
consulted regarding various possible applications of the
rules, the audit staff will have responsibility for recognizing transactions which may be subject to restoration and
recapture. Close client relationships of the audit staff will
require a degree of familiarity with restoration and recapture in order fully to understand the problems incident to
significant acquisitions or disposals of operating assets
which may be undertaken by clients.
Restoration and recapture are required by Sections 47
and 1245 of the Internal Revenue Code. Both sections
were added to the Code by the Revenue Act of 1962.
Section 47 provides for the restoration of an investment
credit previously derived from the acquisition of property
included within the definition of Section 38 property. 1
Restoration is required if Section 38 property is disposed
of, ceases to be Section 38 property, or is converted to
public utility property. Section 1245 provides for the recapture, as ordinary income, of depreciation taken after
December 31, 1961, on property included within the

definition of Section 1245 property. 2 T h e recapture provision pertains only to dispositions occurring in years
be ginning after December 31, 1962.
Section 47 was enacted to complement the basic investment credit provision of the Code. 3 T h e purpose of the
Section is to prevent taxpayers from deriving multiple
investment credits merely by turning over a fixed investment in Section 38 property. 4
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T h e purpose of Section 1245 is to prevent the conversion of ordinary income into capital gain upon the disposition of property in those instances in which depreciation
has been taken at a faster rate than the actual decline in
value of the property. 5 This approach is clearly in conflict
with the basic accounting concept of depreciation as a
method of allocating the cost of property over its expected
useful life without regard to its value. T h e enactment of
Section 1245 was spurred by the advent of the liberalized
depreciation rules 0 which would have increased the
amount of capital gain to be realized upon the sale of
depreciable property and the investment credit incentive
which was designed to encourage the acquisition of depreciable property. 7
The principle of recapture expressed in Section 1245 is
not unique in the Code. Section 1238, which was enacted
as part of the Revenue Act of 1950, requires ordinary
income treatment of amortization in excess of depreciation taken on an emergency facility which is subsequently
recovered as gain on disposition of the facility.
Restoration of the investment credit is required upon
disposition or cessation of status as Section 38 property. 8
THE
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by J O H N D. HEGARTY

JOHN D. HEGARTY, manager in our Detroit office, has been
with TRB&S since 1956. His principal activity since that time
has been federal and state tax work.
Mr. Hegarty received his B.S. degree from Notre Dame in
1951, and then served as Lieutenant in the U. S. Navy for two
years. He graduated from the University of Michigan Law
School with a LL.B. degree in 1956 and successfully completed
the Michigan bar examination in May of the same year.
He is a member of the Michigan Association of Certified
Public Accountants; American Institute of Certified Public
Accountants; National Association of Accountants; Michigan
State Bar Association; and the Detroit Bar Association.
He is married and the father of three children.
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However, restoration will be necessary only if the actual
useful life of the property terminates before the end of the
estimated useful life used in determining the amount of
the credit. T h a t is, if a taxpayer who acquires Section 38
property adopts an estimated useful life of four years in
determining the amount of the investment credit and he
later disposes of the property in the sixth year, restoration
of the credit will not be required. The credit is not
increased if the property is used for a period longer than
its estimated useful life.
With respect to Section 38 property held by partnerships, Subchapter S corporations, trusts, and estates, disposition includes a sale or exchange of a partnership
interest, Subchapter S stock, or a beneficial interest in a
trust or estate. 9 A lease of Section 38 property will not
require restoration of the investment credit by the lessor
unless the lease arrangement is undertaken merely for the
purpose of avoiding the application of Section 47 in a
situation in which the lessor would ordinarily dispose of
the property by sale or exchange. 10 Termination of a
bonafide lease with respect to which the lessor elected to
treat the lessee as a purchaser of the property will constitute a disposition unless the lessee acquires the property
upon termination of the lease. 11
Simply stated, the amount of the investment credit to
be restored is the difference between the credit computed
by using the actual useful life of the property and that
computed from the estimated useful life.
Termination of useful life as Section 38 property will
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most commonly occur upon a disposition of property.
However, the loss of Section 38 characteristics by any
property on which the investment credit has been taken
also will invoke the restoration provision.
Section 38 property
Section 38 property 1 3 does not lend itself to a simple
definition. It includes tangible personal property (other
than livestock) and real property (other than buildings
and structural components) on which depreciation, or
amortization in lieu of depreciation, is allowable. If it is
real property, it also must be used as an integral part of
manufacturing, production, or extraction, or of furnishing
various utility services, or as a research or storage facility
used in connection with any of these functions. Its useful
life must be four years or more. During its useful life, it
must be used predominantly in the United States, but not
predominantly in furnishing non-transient lodging. In
addition, it cannot be leased to a governmental unit and,
if leased to or acquired by a tax-exempt organization, it
will be treated as Section 38 property only if it is used
predominantly in a trade or business which is subject to
tax because it is unrelated to the tax-exempt purposes of
the organization.
Conversion to public utility

property

Conversion of Section 38 property to public utility
property requires partial restoration of the original investment credit. 14 In any year in which property is used predominantly in furnishing various utility services, an
adjustment will be required. 15 T h e reason for the reduction is that public utility property qualifies for only 3 / 7 of
the investment credit. T h e amount of the credit to be
restored is the difference (between—and—) in the credit
computed by reducing the investment in Section 38 property to 3/7 for the remainder of the estimated useful life
of the property after conversion. 16a Restoration of the
credit is permanent, subsequent use predominantly as
nonpublic utility property is ignored. 17
Manner and year of restoration
Restoration of the investment credit is accomplished by
an increase in tax liability for the year of disposition,
cessation, or conversion. 18 Recomputation of tax for the
year in which the credit was originally taken is unnecessary. To the extent a restored credit is reflected in an
unused investment credit carry-over, such carry-over must
be reduced accordingly. 19 A reduction in a carry-over to
any year which is attributable to a disposition, cessation,
or conversion occurring in the same year is to be taken
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into account in determining the amount of carry-over to
that year. 20 A restored credit reflected in a carry-back
which has been utilized in a prior year is treated as an
increase in tax for the year of restoration rather than for
the earlier year. 21 Although overpayments of tax resulting
from investment credit carry-backs will yield interest from
the end of the year in which the carry-back arises, 22 repayment of the credit or credits which gave rise to the carryback occurs only in the year of restoration and is made
without liability for interest. 23
Adjustment

to basis in year of restoration

In order to compensate for the basis of property giving
rise to an investment credit being reduced in the year of
acquisition by the amount of the credit, the basis of the
property is increased in an equal amount in the year of
restoration. 24 T h e increase in basis occurs immediately
before the event giving rise to restoration of the credit,
thereby eliminating the necessity of recomputing depreciation for prior years. 25 The reduction in depreciation for
these years which resulted from the lower basis of the
property is offset by a correspondingly higher basis upon
disposition. T h e higher basis thus reduces the amount of
depreciation which is taxable as ordinary income under
Section 1245.
In the case of leased property, rental deductions taken
in prior years will be reduced to reflect investment credits
which the lessor has elected to pass through to the lessee.
T h e amount of prior decreases in rental deductions will
be deductible in the year of restoration.
Legislation pending in Congress would retroactively
revoke the requirement that the basis of property subject
to the investment credit be reduced by the amount of the
credit. 25b Final enactment of this change would eliminate
the adjustment to basis in the year of restoration.
Exceptions to restoration
There are only a few exceptions to the restoration rule,
26 and for various reasons these have been held to a minimum. The amount of the credit available to the taxpayer
after restoration is no less than the credit which would
have been available to him if the useful life of the property
as Section 38 property had been estimated accurately. 27
Because the adjustment is made in the year of restoration,
interest is not due from the taxpayer on the credit restored
and, presumably, the credit is given up by the taxpayer
without financial burden. 2 8 In those instances in which
the taxpayer immediately reinvests the proceeds of a disposition, he will be entitled to a new investment credit to
replace the surrendered credit.
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Transfers of property by reason of death are excluded
from the operation of Section 47. 29 All property held by a
decedent at the time of his death is deemed, in effect,
to be held by the decedent for the useful life originally
estimated by him in computing outstanding investment
credits. 30 Death transfers include those made by way of
survivorship in the case of a joint tenancy or tenancy by
the entirety. 31
Transfers of property in transactions to which Section
381(a) applies are also excepted. 32 Briefly, these transactions would include liquidations of controlled subsidiaries in which the basis of the subsidiary's assets carries
over to the parent company and to ce r tain tax-free corporate reorganizations involving the acquisition of assets.
Section 381(c) (23) complements the exception by providing that an acquiring corporation must recognize items
required to be taken into account for purposes of the
investment credit, including restoration of credits on
acquired property subsequently disposed of by the acquiring company.
A mere change in the form of conducting a business
will not result in restoration under Section 47. 33 However,
the exception applies only if three conditions are met:
(1) the business in which the Section 38 property was
used, as well as the property itself, is transferred; 34 (2)
the property is retained in the business after the transfer;
and (3) the transferor retains a substantial interest in the
business. A determination of whether or not a substantial
interest has been retained must be made after the initial
change in form of conducting the business and also after
each disposition of a portion of the transferor's interest. 35
If the percentage of the transferor's interest in the business
after a change in form remains exactly the same as his
interest prior to the change, the transferor will be considered to have retained a substantial interest. 36
While this exception is stated in broad terms, its application may be limited because of the requirement that the
business in which the property is used must be transferred
with the property. Also, retention of less than an identical
percentage of ownership will create considerable uncertainty as to whether or not a substantial interest has been
retained.
For example, if Messrs. Jones and Smith decide to
engage in business together under corporate form, their
retained interests in specific Section 38 property transferred by them to the corporation will always be less than
their previous ownership. If they are equal shareholders,
their retained interests in the property will be only 50%.
In any event, as Jones and Smith each transfered Section
38 property to the corporation, they may find it difficult
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to demonstrate that they each transferred an identifiable
business in which the property was used.
A further exception relates to dispositions attributable
to casualty losses or thefts. 37 Restoration of the investment
credit is inapplicable in these instances if the property is
replaced and the reduction in the basis of the replacement
property, which is required under Section 46(c) ( 4 ) , is
equal to or greater than the decrease in qualified investment in Section 38 property resulting from the casualty
loss or theft. Section 46(c) (4) becomes operative if Section 38 property is acquired to replace other property,
including property which is not Section 38 property, and
which is destroyed or damaged by casualty, or stolen. In
this situation, the basis of the replacement property for
purposes of computing the investment credit is to be
reduced by the lesser of the adjusted basis of the property
replaced or the insurance (or other compensation) received. For example, assume that property which originally cost $90,000 is destroyed by fire and replaced with
property purchased for $100,000. Assume that the portion
of original cost of destroyed property which represented
qualified investment in Section 38 property was $30,000;
the adjusted basis after deductions for depreciation was
$45,000; and the insurance received was $55,000. T h e
reduction in the basis of the replacement property
required by Section 46(c) (4) would be $45,000. As the
reduction is greater than the $30,000 decrease in the qualified investment in Section 38 property, restoration of the
investment credit taken on the destroyed property would
not be required. The overall effect of the two provisions
is to require restoration of the credit only if both the
adjusted basis of the property replaced and the insurance
proceeds are less than the reduction in qualified investment in Section 38 property which was caused by the
casualty loss or theft. Operating together, the two provisions limit the application of the investment credit to the
acquisition of Section 38 property which represents an
additional investment by the taxpayer.

Nature of restored credits
Restored investment credits are treated as tax in the
year of restoration for all purposes, except in applying the
limitations imposed on the amount of the various allowable credits against tax which are measured by the amount
of tax liability for the year. 38 For example, the aggregate
amount of investment credits restored in a year would not
be considered as tax for purposes of applying the foreign
tax credit or the basic $25,000 limitation on investment
credits which may be taken in a year.
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Effect of restoration on cost of used Section 38 property
Dispositions resulting in the loss of the investment
credit which are followed by reinvestment of the proceeds
in used Section 38 property permit the taxpayer to claim
a higher basis for the used property acquired in computing the investment credit. 39 As a general rule, taxpayers
who acquire used property either through trade-in or to
replace property similar or related in service or use must
reduce the basis of the replacement property by an
amount equal to the adjusted basis of the property replaced. 40 T h e rule applies whether or not the property
replaced is Section 38 property. T h e reduction in basis is
required in order to insure that the investment credit is
obtained solely for new investment. However, if an investment credit applicable to the replaced property is restored
by virtue of Section 47, the basis of the Section 38 property
is determined in the traditional manner. 4 1
R E C A P T U R E U N D E R S E C T I O N 1245:
Disposition

defined

T h e recapture of depreciation as ordinary income
applies to dispositions of Section 1245 property in years
beginning after December 31, 1962. 42 Except for specific
statutory exceptions, recapture applies to any disposition
of Section 1245 property. However, the Senate Committee Report indicates that it does not include gain incident
to a normal retirement from a multiple asset account. 43
A sale or exchange is not a prerequisite to the operation
of Section 1245. If a sale or exchange is not present, the
amount realized by a taxpayer is imputed from the fair
market value of the property at the date of disposition. 44
Depreciation

subject to recapture

The maximum amount subject to recapture, or in other
words, the Section 1245 potential, cannot exceed the gain
on disposition of Section 1245 property. 45 T h e gain is
measured in the usual manner. It is the difference between
the amount realized, whether actual or imputed from fair
market value, and the adjusted basis of the property. 46
The amount of recapture will be less the gain if the recomputed basis of the property is less than the amount realized.47 Recomputed basis is nothing more than the adjusted
basis of the property, increased by depreciation taken
after December 31, 1961. 4S Fortunately, Section 1245
gain lends itself to a reasonably concise definition. It is the
lesser of the gain realized on a disposition, or the sum of
all depreciation deductions taken after December 31,
1961. In the case of an actual sale or exchange, if the gain
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is greater than the prior depreciation, the excess will qualify as gain from the sale or exchange of a capital asset or
Section 1231 property.
Recomputed basis, which determines the Section 1245
potential, includes only depreciation (and amortization
of emergency facilities) allowed as a deduction. 49 Taxpayers, however, must demonstrate that the amount of
depreciation allowed them was less than the amount
allowable. 50 Depreciation is included in recomputed basis
even though it did not produce tax benefit in an earlier
year. Section 1245 makes no exception in this circumstance. Rather, it specifically provides that depreciation
reflected in the adjusted basis of property must be included in determining recomputed basis. 51 A prior reduction in the basis of property which was required to reflect
the investment credit is not treated as depreciation in
arriving at recomputed basis. 52
Is the recapture provision limited to depreciation under
Section 167 (which includes additional first-year depreciation under Section 179). 5 3 It would appear that, for
purposes of recapture, depreciation does not include
amortization of leasehold improvements in those instances
in which the useful life of the improvement is longer than
the term of the lease. T h e Regulations under Section 167
indicate that such amortization is in lieu of depreciation
and deductible under Section 162 rather than under
Section 167.54
Section 1245 property
The statutory definition of Section 1245 property is
generally broader than that of Section 38 property. 55 It
includes property which is, or has been, property of a
character subject to depreciation under Section 167. As
previously noted, with depreciation limited to that provided for by Section 167, the definition of Section 1245
property would not include leasehold improvements on
which amortization in lieu of depreciation is taken. (This
is, of course, in contrast to the definition of Section 38
property which includes leasehold improvements subject
to amortization. 50 )
Section 1245 property encompasses intangible as well as
tangible personal property. T h e same categories of real
property which qualify as Section 38 property are
included. With respect to such real property, recomputed
basis includes only depreciation allowed while the property was an integral part of (or research or storage facility
used in connection with) the various qualifying activities
in which the property must be employed. T h e relatively
numerous limitations imposed on Section 38 property are
not applicable in the case of Section 1245 property. T h e
THE

QUARTERLY

requirements relating to continuous use as depreciable
property, useful life, predominant use inside of the United
States or in furnishing only transient lodging, and other
limitations are not present.
Exceptions

to recapture

Section 1245 generally does not operate in the context
of certain transfers in which the transferor's basis for the
property disposed of carries over either to the same property in the hands of the transferee or to other Section 1245
property received by the transferor. 57
T h e statutory exceptions include transfers of property
incident to the following occurrences: 5 8
1. Gifts (other than charitable contributions).
2. Death (except that gain realized on the disposition
of Section 1245 property prior to death which constitutes income in respect of a decedent is not
included within the exception. It should be noted
that the exception with respect to transfers of property at death does not fit within the general rule
which excludes transfers in which the transferee
takes the property with a carry-over basis).
3. Liquidation of a controlled subsidiary in which the
basis of the subsidiary's assets carries over to the
parent company (Section 332).
4. Exchanges for stock or securities in a controlled
subsidiary (Section 351).
5. Corporate reorganizations involving transfers of
assets (Section 361).
6. Reorganizations pursuant to receivership and bankruptcy proceedings (Section 371).
7. Certain railroad reorganizations (Section 374).
8. Exchanges for partnership interests (Section 721).
9. Prorata distributions by a partnership to a partner
(Section 731).
10. Wholly or partially tax-free exchanges of like-kind
business or investment property and involuntary
conversions (Sections 1031 and 1033).
11. Sales or exchanges to implement policies of the
FCC or exchanges in obedience to SEC orders
(Sections 1071 and 1081).
Limitations

imposed on exceptions to recapture

Section 1245 gain will be recognized, however, in
transactions included within the exceptions to the extent
gain would be otherwise recognized without regard to
the section/' 9 For example, transfers of assets for stock
and securities pursuant to a tax-free corporate reorganization will result in taxable gain to the transferor corporation if it also receives, and retains, boot in exchange for
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its assets.60 Ordinary income would be recognized to the
extent of such gain without regard to the exception for
corporate reorganizations under Section 1245.
Although included among the exceptions to the operation of Section 1245, like-kind exchanges under Section
1031 and involuntary conversions under Section 1033
will produce ordinary income if property other than Section 1245 property is acquired. However, if the receipt of
such property otherwise results in gain in the same transaction under Section 1031 as boot or under Section 1033
as unreinvested compensation, it will not give rise to
further gain. Similar treatment, in accordance with
Treasury Department regulations, is provided for sales or
exchanges made to effectuate policies of the F C C or
exchanges made in obedience to SEC orders under Sections 1071 and 1081, respectively. 62 The limitation imposed with respect to these exceptions is designed to
prevent deferment of Section 1245 gain where there is no
possibility of its recapture upon a later disposition of
substituted property.
Carry-over of Section 1245

potential

In those instances in which the recognition of Section
1245 potential is deferred under the various statutory
exceptions the basis of property transferred (other than
at death) carries over. As a result, the recomputed basis,
or Section 1245 potential, of the transferred property also
carries over to the same property in the hands of the
transferee or to other Section 1245 property received by
the transferor. 63
The basis of Section 1245 property distributed by a
partnership to a partner carries over to the partner
whether or not the basis of the property does in fact
carry-over as a result of the distribution. 61 As a result, the
recomputed basis of the property also carries over to the
partner. 6 5 However, the ordinary income potential which
carries over is limited to the Section 1245 gain which
would have been realized if the partnership had sold the
property at its fair market value immediately before the
distribution. 66 The carry-over of ordinary income potential to a partner includes depreciation taken by a partner
prior to transferring the property to the partnership. 67
Consequently, a partner could receive a distribution of
ordinary income-potential property attributable to another partner who originally had contributed the property to the partnership.
Although transfers at death are included among the
statutory exceptions, Section 1245 potential does not
carry over with property transmitted at death inasmuch
as the recipient takes the property with a stepped-up
basis. 68
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An interesting situation is presented by a gift of Section
1245 property made during a decedent's lifetime which
also is included in his gross estate at death. If disposition
by gift controls, the Section 1245 potential of the property will carry over to the donee. O n the other hand, if
the transfer did not take place until death, a carry-over
of such potential may be avoided under the exception for
transfers at death. T h e more plausible result is that the
disposition is a gift and that the ordinary income potential carries over with the property.
Section 1245 potential which would otherwise carry
over with property transferred by way of gift will be reduced by the amount of gift tax incurred by the donor.
T h e basis of the property in the hands of the donee must
be increased by the gift tax attributable to it (but not
beyond the fair market value of the property at the date
of gift.) 6 9 As a result, the Section 1245 potential is correspondingly reduced. If the gift tax rate of the donor is
high, all or a substantial portion of the ordinary income
potential may be dissipated by the increase in basis attributable to the gift tax.
Creation of income under Section

1245

Section 1245 treats as taxable events certain dispositions which were previously tax free. Income is attributed
to a transferor in those cases in which Section 1245 gain
would escape taxation forever unless taxed upon disposition of the property to which it relates. T h e dispositions
involved are those in which the transferee receives a new
basis for the property as a result of a taxable transaction.
Specifically, these situations are:
1. Distributions of property by corporations as dividends or in partial or complete liquidation. 70
2. Sales or exchanges of property by corporations
within the provisions of Section 337. 71
3. Distributions of installment obligations by corporations under Section 334(b) (2) or Section 337. 72
Prior to the enactment of Section 1245, gain deferred
under the installment method of accounting was not
accelerated on distributions of installment obligations in
liquidations under Section 334(b) (2) or 337. Under
present law, this rule remains in effect to permit distributions of installment obligations in these liquidations without acceleration of deferred gain, but only to the extent
Section 1245 gain is not involved.
The requirement that Section 1245 gain must be recognized on installment obligations distributed in a Section 337 liquidation was adopted in recognition of the
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fact that a liquidating corporation is free to elect the
installment method of reporting gain on the sale of its
assets. In order to place it on an equal footing with a
similarly situated corporation which does not elect this
method and is, therefore, subject to tax on Section 1245
gain realized on the sale of its assets, the deferred Section
1245 gain represented by installment obligations distributed is accelerated at the time of liquidation to the
extent of the fair market value of the obligations.
Recapture

of depreciation

on partnership

property

Section 1245 potential attributable to partnership
property is treated as an unrealized receivable. 74 Thus, in
a distribution to a retiring partner or a successor in interest of a deceased partner; 7 5 a sale or exchange of a partnership interest; 76 or a distribution by a partnership to
a partner of Section 1245 property which results in the
partner giving up or receiving more than his prorata
share of such property, 77 amounts realized with respect
to Section 1245 property are treated as ordinary income.
A problem may arise in determining gain in a nonprorata distribution of several items of Section 1245 property because the properties distributed will not have
identical amounts of ordinary income potential. However, the approach taken by existing regulations with
respect to unrealized receivables is to allocate a portion
of the gain on all of the partnership's unrealized receivables to those given up by either the partner or the
partnership. 7 9 Presumably, the same technique will be
applied to Section 1245 property as it is included within
the definition of unrealized receivables.
Adjustment

to basis for depreciation

recaptured

Section 1245 provides for adjustments to the basis of
property, in accordance with Treasury Department regulations, to reflect gain recognized under the section. 80
T h e adjustments contemplated are those necessary to
prevent double taxation of the same Section 1245 gain.
Adjustments will generally be required in those transactions in which gain is recognized on the disposition of
property and the basis of the property carries over either
to the same property in the hands of the transferee or
to other Section 1245 property received by the transferor.
With the exception of property received by a partner
in a nonprorata distribution, the adjustments are to be
made by increasing the basis of the property received
rather than by reducing the recomputed basis which carries over intact. 81 As a result, basis generally will be the
same for all purposes. However, in those cases in which
the basis of the property must be reduced (without reTHE
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gard to Section 1245) by the amount of cash received,
as in like-kind exchanges under Section 1031 and involuntary conversions under Section 1033(a) ( 1 ) , the basis
of the property for purposes of Section 1245 will be
different from its basis for the other provisions of the
Code. T h e difference in basis will exist to the extent that
the cash received reflects gain recognized on the disposition. Thus, although Section 1245 gain will be recognized to the extent of the cash received (thereby
requiring an increase in basis), the reduction in basis
which also is required for the cash received will eliminate
the adjustment to basis for the Section 1245 gain recognized. Unless the property is given a higher basis for
Section 1245 purposes, the same Section 1245 gain may
be taxed again on a subsequent disposition.
T h e following illustrate transactions in which an adjustment to basis may be required in order to reflect
recognized gain:
1. Distributions of property by corporations to corporate distributees as dividends or in partial or complete
liquidation. (An amendment to Section 301(d) specifically provides for an increase in the basis of property
received by a corporate distributee equal to the Section
1245 gain recognized.)
2. Exchanges for stock or securities in a controlled
subsidiary (Section 351).
3. Corporate reorganizations involving transfers of
assets (Section 361).
4. Reorganizations pursuant to receivership and bankruptcy proceedings (Section 371).
5. Certain railroad reorganizations (Section 374).
6. Partially tax-free exchanges of like-kind business
or investment property and involuntary conversions (Sections 1031 and 1033).
7. Sales or exchanges to effectuate policies of the F C C
or exchanges in obedience to SEC orders (Sections 1071
and 1081).
T h e adjustment to basis for gain recognized in a
nonprorata distribution by a partnership to a partner is
accomplished by reducing the Section 1245 potential
which carries over with the property received by the
partner, rather than by the general technique of increasing the adjusted basis of the property. 82 This method is
employed in recognition of the fact that, although the
recomputed basis of property carries over in a nonprorata distribution to a partner, the basis of the partnership for the property does not carry over. 83 The peculiar
result of this refinement is that the ordinary income
potential of property received by a partner in excess of
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his prorata share is reduced by the gain taxed to the
partnership. A similar adjustment would not be required
if the partner took less than his prorata share of Section
1245 property, as the recomputed basis of the property
would not carry over to the partnership.
Charitable

contributions

Charitable contributions of Section 1245 property are
accorded special treatment. The amount of any deduction for a charitable contribution of such property is
reduced by the Section 1245 gain which would have
resulted from a sale of the property at its fair market
value at the time of the contribution. 84
Effect of recapture on percentage

depletion

T h e limitation of percentage depletion to 50% of the
taxable income from depletable property has been modified to reflect the ordinary income treatment now accorded recaptured depreciation. 85 Section 613 has been
amended to take into account the fact that depreciation
recovered with respect to Section 1245 property used in
working a mineral interest may have decreased taxable
income in the year it was deducted, thereby reducing the
limitation on percentage depletion. As modified, Section
613 provides that expenses of mining reflected in taxable
income for a year in which Section 1245 property is
disposed of are to be reduced by the amount of depreciation recovered. The adjustment is to be made whether
or not the recaptured depreciation resulted in a reduced
deduction for percentage depletion in an earlier year.
Scope of Section

1245

Section 1245 specifically provides that it is to take
precedence over all other provisions of the Code. 86 T h a t
is, it overrides any nonrecognition provision which is not
specifically designated as an exception to its operation.
In addition, it is not affected by any income-characterizing provisions of the Code. 87 Broad application of the
section will require closer examination of transactions
which traditionally have not resulted in income or in
income taxable only as capital gain.
L I B E R A L I Z A T I O N O F SALVAGE V A L U E
R E Q U I R E M E N T S AND O P T I O N A L DECELERATION OF DEPRECIATION:
Accompanying and directly related to the passage of
Section 1245, there are two changes dealing with depreciation. For depreciable personal property (other than
livestock) with a useful life of three years or more, sal-
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vage value up to 10% of basis may be ignored in determining depreciation. 88 This change applies only to
property acquired after October 16, 1962, and only to
taxable years ending after that date. Real property included within the definition of Section 1245 property is
not encompassed by the liberalized salvage value rule.
The second amendment will permit a taxpayer to
change from any accelerated method of depreciation to
the straight-line method, but only for the first taxable
year beginning after December 31, 1962. 89 T h e methods
from which a taxpayer may change are not limited to
200% declining balance and sum of the years-digits
methods of depreciation. A taxpayer employing the 150%
declining balance method of depreciation — or any other
accelerated method — may change to the straight-line
method of depreciation.
T h e opportunity to change from accelerated depreciation methods may have special appeal to taxpayers who
have adopted multiple asset accounting for depreciable
property in conjunction with the guideline lives published by the Treasury Department. 9 0 Many taxpayers
who have changed to multiple asset accounting have
found that annual depreciation deductions were substantially increased after the change, even in those cases in
which the guideline lives generally were longer than the
lives used earlier. The increase in depreciation could be
assigned to the presence of a high percentage of fully
depreciated assets in multiple asset accounts being depreciated under the straight-line method. By switching
multiple asset accounts presently on an accelerated
method of depreciation to the straight-line method, further increases in annual depreciation charges may be
achieved.
While this certainly was not the result intended by
Congress in granting permission to change, it appears to
be within the right of any taxpayer to secure this advantage. Predictably, the Internal Revenue Service will
closely scrutinize the mechanics of change. However, the
possibility of lower tax rates in later years and the desirability of emerging from the three-year grace period (in
which the reserve ratio is considered to be met for all
taxpayers) with as high a reserve ratio as possible, in
order to facilitate the task of moving toward the appropriate reserve ratio range during the remainder of the
guideline life adopted, would appear to be sufficient
motives to risk the discomfiture of the Internal Revenue
Service. (The reserve ratio problem may be aggravated,
however, if asset additions and retirements in years
following the grace period are inadequate to achieve
annual decreases in the reserve ratio.)
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Under existing regulations, a change in method must
be made with respect to all of the assets in a particular
account. 91 Thus taxpayers using multiple asset accounts
rather than item accounts will be required to change
their method of accounting for all assets in a particular
multiple asset account. They will not be permitted to
make the change only with respect to those account
assets fully depreciated or approaching that status.

IMPACT OF RECAPTURE ON REVENUE
RULING 62-92:
Revenue Ruling 62-92, 92 which was adopted in response to the favorable holding in the Cohn 9 3 case,
provides that depreciation in the year depreciable property is sold cannot include any portion of the undepreciated basis of the property at the beginning of the year
which is recovered in the proceeds of the sale. If the
proceeds are equal to or greater than the undepreciated
basis of the property at the beginning of the year, no
depreciation at all may be taken in the year of sale. In
years beginning after December 31, 1962, Section 1245
will make it unnecessary for the Internal Revenue Service
to apply Revenue Ruling 62-92 in disallowing depreciation taken on Section 1245 property in the year of sale.
M U T U A L I T Y O F S E C T I O N S 47 AND 1245:
Instances in which the restoration and recapture rules
operate in harmony are somewhat limited. T h e lack of
uniformity is attributable, in part, to differences in the
kinds of property covered and differences in the exceptions to operation of the rules. And the exceptions themselves cannot be applied unequivocally in every case.
T h e exception which most frequently recurs under Section 47 relates to transfers accompanied by continuity of
business and ownership in the context of a mere change
in form of doing business. As the exception contemplates
a transfer of a business intact with a substantial interest
therein retained by the transferor, the scope of the
exception is difficult to predetermine without reference
to a particular transaction. In the case of Section 1245,
the exceptions to its operation are modified by the limitation that ordinary income is always recognized in any
transaction to the extent gain would be recognized without regard to Section 1245.
For the purposes of comparison, however, a broad
analysis of the operation of the two sections is useful.
Assuming that gain otherwise taxable in a particular
transaction may be Section 1245 gain, the application of
Sections 47 and 1245 to certain common transfers of
assets is as follows:
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APPLICATION
TRANSACTION

OF SECTION

CODE
SECTION

47

1245

2501

Yes

No

Charitable contributions. (Section 1245 applies as a reduction in the amount
deductible. Section 170(e))

170

Yes

Yes

Transfers by reason of death. (Section 1245 applies to the extent gain constitutes
income in respect to a decedent. Section 1245(b) (2))

2001

No

No

No

No

61

No

No

Gifts

Leases of assets. (Assuming absence of a sham transaction to avoid application of
the sections)
Sales, exchanges, or other dispositions of corporate stock

61

Yes

No

Dividend distributions by a corporation

Sales, exchanges, or other dispositions of Subchapter S corporation stock

. . . .

301

Yes

Yes

Distributions in partial or complete liquidation of a corporation

336

Yes

Yes

336

No

No

Sales, exchanges, or other dispositions of corporate assets in a 12-month liquidation

337

Yes

Yes

Transfers in exchange for stock or securities of a controlled corporation. (Section
47 would not apply to a'transfer accompanied by continuity of business and
ownership. Section 4 7 ( b ) )

351

Yes

No

Transfers of assets in corporate reorganizations. (Section 47 would apply in a D
reorganization in which the transferor does not transfer substantially all of its
assets or is not completely liquidated. Sections 381(a) and 3 5 4 ( b ) ( 1 ) ( A )
and (B))

361

No

No

Transfers of assets among affiliated corporations. (Section 1245 would not apply
to a transfer made pursuant to Section 351. In addition, it should not apply to
gain which is not recognized on transfers among affiliated corporations which
have elected to file a consolidated return. Section 47 will not apply to a
transfer during a consolidated return period if the investment credit arose
during a year for which a consolidated return had been filed for the same
group. Regulations Section 1.1502-51 (c) (2))

61

Yes

Yes

Transfers in exchange for interests in a partnership. (Section 47 would not apply
to a transfer accompanied by continuity of business and ownership. Section
47(b))

721

Yes

No

Sales, exchanges, or other dispositions of partnership interests

741

Yes

Yes

Distributions by a partnership to a partner. (Section 47 would not apply to a
distribution accompanied by continuity of business and ownership. Section
4 7 ( b ) . Section 1245 would apply to a distribution which is not pro rata.
Section 751(b) and (c))

731

Yes

No

Wholly or partially tax-free exchanges of business or investment property. (Section
1245 would apply to the extent of the fair market value of non-Section 1245
property received in the exchange which is not otherwise reflected in recognized gain. Section 1245(b) (4) (B))

1031

Yes

No

Involuntary conversion. (Section 47 applies either to restore the investment credit
or to reduce the basis of replacement property. Sections 46(c) (4) and 47(a)
( 4 ) . Section 1245 would apply to the extent of the fair market value of nonSection 1245 property acquired as replacement property which is not otherwise
reflected in recognized gain. Section 1245(b) (4) (B))

1033

Yes

No

61

Yes

No

Liquidation of a controlled subsidiary. (Both sections would apply if the basis of
the property distributed is determined under Section 334(b) ( 2 ) )

Sales, exchanges, or other dispositions of beneficial interests in a trust or estate . . .

INFLUENCE OF R E S T O R A T I O N AND
R E C O V E R Y P R O V I S I O N S O N BUSINESS
A C Q U I S I T I O N S AND D I S P O S I T I O N S :
The restoration and recapture provisions may have a
pronounced effect on the shape of future business acquisitions and dispositions. Advantages once enjoyed by
sellers and purchasers may be altered or even eliminated.
I n particular, the interests of sellers and purchasers of
corporate stock or assets will become more difficult than
ever to reconcile. Because of Sections 47 and 1245, the
shareholders of a corporation will find it advantageous
to sell their stock rather than to arrange for a sale of
corporate assets followed by a complete liquidation of
the corporation under Section 337. Except for shareholders of Subchapter S corporations, a sale of stock will
not result in restoration or recapture. O n the other hand,
a sale of corporate assets under Section 337 will invoke,
in many cases, restoration and recapture with respect to
a substantial portion of the corporation's operating assets.
Further, Section 1245 gains in a Section 337 liquidation
cannot be offset against unrecognized losses on the sale
of other property which may have an adjusted basis in
excess of its fair market value.
Purchasers seeking assets will prefer direct asset acquisitions rather than a purchase of stock in order to avoid
the operation of the restoration and recapture provisions
in the case of a Section 334(b) (2) liquidation. A purchaser of assets also will be entitled to the investment
credit (to the extent of the $50,000 limitation on used
property) with respect to Section 38 property which may
be acquired.
Even if a seller can be persuaded to sell assets, there
will be further conflict of interest in allocating the purchase price to Section 1245 property. In the past, the
interests of a seller and a purchaser in regard to allocation were generally compatible because of the seller's
ability to obtain capital gain treatment on the sale of
depreciable property under Section 1231.
A further subject for negotiation between seller and
purchaser will be the desirability of a taxable versus a
nontaxable asset acquisition. Presumably, purchasers will
choose to avoid acquiring property with Section 1245
potential in a nontaxable acquisition whenever possible.
In any event, it seems likely that future informed purchasers will bargain for an adjustment in the purchase
price whenever they must assume the burden of restoration or recapture.
T h e effect of recapture in a Section 337 liquidation
may be minimized, or at least postponed, if the selling
corporation elects the installment method of reporting
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gain on the sale of Section 1245 property. Section 1245
gain would be accelerated, of course, upon distribution to
the shareholders of the installment obligations received
by the corporation. Acceleration would occur to the
extent the fair market value of the obligations was in
excess of the corporation's basis for the obligations. However, if the fair market value was depressed at the date
of distribution because of the credit status of the purchaser or other unfavorable circumstances, the ordinary
income to be recognized by the corporation would be
correspondingly reduced. T h e shareholders, on the other
hand, would be faced with receipt of ordinary income
if the obligations subsequently were paid in full.
A partner disposing of his interest in a partnership
always will be confronted with the possibility of subsequent challenge by the Internal Revenue Service as to
the fair market value which he has determined for his
allocable share of Section 1245 property held by the
partnership. As any Section 1245 gain (based on its fair
market value at the date of disposition) attributable to
the partner is treated as an unrealized receivable, a withdrawing partner will undergo a period of uncertainty as
to the nature of all or part of his gain until the statutory
period of limitations has expired. In those instances in
which a partnership is to be terminated, it may be preferable to dispose of substantially appreciated Section 1245
property prior to termination. This course of action
would eliminate the problems of establishing and defending the fair market value of the property at the date of
termination.
CHARITABLE CONTRIBUTIONS UNDER THE
R E S T O R A T I O N AND R E C O V E R Y R U L E S :
A contribution of depreciable property to a charitable
organization is a disposition for purposes of Sections 47
and 1245. Applied in concert, these sections may eliminate the tax benefit of charitable giving and even result
in tax liability for the donor. If the charitable contribution is a premature disposition of Section 38 property, it
will increase the donor's tax liability by all or a portion
of the original investment credit. If the tax benefit arising
from the deduction for the charitable contribution (after
the deduction has been reduced by the amount of any
Section 1245 gain recognized) is less than the amount of
the investment credit restored, the donor actually will
have increased his taxes through his gift to charity.
This unfortunate circumstance would most likely occur
in the case of a bargain sale of depreciable property to a
charitable organization in which the contribution element
is minimized. The possibility that the donor will incur tax
on making a charitable contribution will be stronger if
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The cost of this program with the route from origin 2
to destination 5 unavailable is $12 more than the minimum cost program with the route available. We arrive at
an evaluation of $12 for the worth of the route.
This method of evaluating the effect of structural
changes is clear, but not direct. Fortunately, the linear
programming technique provides a direct and automatic
way of arriving at the value of structural changes. In solving the optimization problem, linear programming also
pops out the values of structural changes. In terms of our
example, the $12 figure for the value of the route from
origin 2 to destination 5 is one of the numbers that is
automatically generated by the linear programming solution.
A final advantage of linear programming is its adaptability to large scale problems. The illustrative problem that
we have used is a small scale problem which can be solved
without the linear programming approach. This problem
requires only that we determine 15 quantities — the
amounts to be shipped via each of the 15 possible different
routes. T h e problem requires that we consider only 8 constraints — three amounts to be shipped from the origins
and five amounts to be shipped to the destinations. The
linear programming approach is equally applicable, however, to problems involving as many as 1,000 quantities to
be determined and 1,000 requirements to be met. Indeed
the size of problem that can be solved by linear programming techniques is limited only by the amount of time
required for computation. With today's high-speed computers, it is practical to solve large and complex problems.
Applications
A few brief descriptions of problem situations where
linear programming has been successfully used will illustrate its wide applicability. Consider, for example, a refinery producing various kinds of gasoline at various costs.
Suppose that these various kinds of gasoline must be
mixed and blended to produce certain grades of gasoline
for sale, each grade of gasoline having certain technical
specifications.
In this refinery situation, we have a typical linear programming problem. The refinery wants to minimize the
cost of the gasoline to be sold subject to meeting certain
constraints. In this case, there are the usual input-output
constraints; that is, the quantities of gasolines available to
blend must equal the quantity of gasolines ending up in
the grades available for sale. T h e refinery must also observe certain technical constraints. T h e various gasolines
must be blended to meet performance characteristics
such as octane, megatane, vapor pressure, and so forth.
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As another example, consider a feed mill with various
quantities of corn, oats, rye, and other grains, which can
be blended into various grades of cattle, hog, and chicken
feed. Here again we have an optimization problem where
we want either to minimize cost or to maximize profit subject to constraints — the chicken feed must have a certain
analysis, the available corn must be all used up, and so
forth.
A few of the other areas where linear programming
techniques have been successfully applied include:
Allocation of aircraft to routes
Machine loading problems
Financial budgeting
Portfolio selection
Personnel assignment
Engineering design
Decentralization and transfer pricing
The routing of traveling salesmen
Accounting

Application

Perhaps of greatest interest to the accountant is the possible future use of linear programming in accounting and
financial planning. Earlier, we have noted the similarity
of accounting spread sheet problems to the linear programming transportation problem. Furthermore, as a
rough generalization, we can say that any problem that
can be laid out in spread sheet (matrix) form is a linear
programming problem. Indeed, the entire debit-credit
structure of double entry bookkeeping is based upon the
same mathematical technique as linear programming, N
The accounting implications of these generalizations
are just now beginning to be explored. It is, perhaps, too
early to conclude that linear programming techniques will
leave a strong, practical impact on future accounting
practice. Already, however, the applicability of linear
programming to certain kinds of financial planning problems, such as breakeven analysis, have been demonstrated. N T h e proven usefulness of linear programming in
a wide variety of "engineering" situations may soon be
true of accounting and financial planning situations.
N

See J. G. Kemeny, A. Schleifer, Jr., J. L. Snell, and G. L.
Thompson, Finite Mathematics
with Business
Applications,
Prentice-Hall, Inc., Englewood Cliffs, N.J., 1962, pp. 346-362.
N
Y. Ijiri, F. K. Levy and R. C. Lyon, "A Linear Programming Model for Budgeting and Financial Planning," ONR Research Memorandum No. 94 (Pittsburgh: Carnegie Institute of
Technology, Graduate School of Industrial Administration,
1962), and, A. Charnes, W. W. Cooper, and Y. Ijiri, "Breakeven Budgeting and Programming to Goals," ONR Research
Memorandum No. 91 (Pittsburgh: Carnegie Institute of Technology, Graduate School of Industrial Administration, 1962).
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Record
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BASIC RECORD ROUTINE
Read Basic Record
Accumulate Various Totals in G
Test for and Set Switch if:
A c c t . Balance > $5000
A c c t . No. -= Random No.
A c c t . Sales > 500% or < 20' I of
L a s t Year's Sales
A c c t . Balance > ( $ 5 0 0 )
A c c t . B a l . & Orders
Credit L i m i t

oPrint on A / R
Circularization
Cumulative Totals in
Counters 1-4,
9-17, 25-28

Add " 1 "
to

ITEM RECORD

ROUTINE

Counter 1

Count of No.
of Accounts in
Basic Record

Add A / R
Balance to
Counter 2

Total Balance
of Accounts in
Basic Record

C

Accumulate Various Totals in Counters
Age Item 8. Accumulate Aged Totals in Co
Read Another Item Record

END OF ACCOUNT ROUTINE
Test for & Set Switch if:
A c c t . B a l . $1000 & Any Portion ^
30 Days Delinquent
A c c t . Out of Balance
Accumulate Various Totals in Counters
Test Switches & Perform Appropriate Acti<
Clear Non-Cumulative Totals
Reset Switches
Read Another Basic Record

SetSW
3

End of Job
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tern is that many processing controls are performed within
the computer in accordance with the client's program.
Management needs and welcomes assurance that these
controls, not visible to them, do, in fact, exist and operate.
O u r review of internal control will give management an
independent and objective evaluation of the strengths and
weaknesses of the system. Well designed tests may also
indicate operational deficiencies.
Also, generally accepted auditing standards require "a
proper study and evaluation of the existing internal control as a basis for reliance thereon and for the determination of the resultant extent of tests to which auditing procedures are to be restricted." 4
Technology

Requirements

T h e new technology required to evaluate the client's
computer system and to develop computer audit programs
also is a problem. T o highlight this problem, we have
summarized the process used in preparing our computer
programs for year-end work.
T h e audit manager decided to perform the following
audit procedures and tests with the use of the computer:
1. Select for positive confirmation and print, on the
Circularization Report, accounts with
a. balances over $5,000.
b. balances greater than $1,000 but less than
$5,000 and with any portion of the account 30
or more days delinquent.
c. sales this year 500% greater than last year's
sales or less than 20% of last year's sales.
2. Randomly select for negative confirmation and print,
on the Circularization Report, 10% of the remaining
accounts.
3. Age all accounts.
4. Select and print on the Exception Report all accounts —
a. over credit limit.
b. with credit balances $500 or greater.
c. whose Basic Record balance is not in agreement with the total amount of all items in the
Item Record.
4

Codification

of Statements

on Auditing

Procedure, p. 10.

5. Accumulate and print, on the Circularization
Report:
a. Number of accounts in Basic Record.
b. Aged totals of accounts in Basic Record.
c. Number of items in Item Record.
d. Total balance of all items in Item Record.
e. Total balance of all accounts with credit balances.
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f. Number of accounts selected for negative confirmation and aged totals for these accounts.
g. Number of accounts selected for positive confirmation and aged totals for these accounts.
After the procedures were formulated, we prepared a
flow chart (Exhibit 1). Next, we explicitly defined the
data to be contained in the input and output of Program I
— cards, magnetic tapes, and a printed report — and the
printed reports generated by Programs II and I I I . It was
necessary to layout, by means of card and tape layout
forms and printer spacing charts, the exact positions
where data was to be placed. T h e explicit definition of
data is required because the computer program must
include the location of the data to be processed and where
the data will be printed on the output media. Exhibit 2
shows the format of the Accounts Receivable Circularization Report, in working paper form, ready for analysis.
A general block diagram for each computer program
was then prepared. Exhibit 3 shows the general block
diagram for Program I. A block diagram is a graphic
representation of the procedures by which data are processed within a system. It indicates the sequence in which
logical and arithmetic operations should occur, and the
relationship of one portion of the program to another.
T h e three most important uses of the block diagram are:
1. As an aid to program development.
2. As a guide to coding.
3. As documentation of a program.
The amount of detail included in a block diagram
depends on the use "to be made of it and the complexity
of the procedures involved. We found that a general blockdiagram, with large segments of the program represented
by a single symbol, was sufficient for coding Program I I .
This particular program is a relatively simple print program.
In most cases, however, a detailed block diagram is
necessary. Such a diagram should clearly indicate all input
and output functions, the steps for the identification and
selection of records, and decision points. Exhibit 4 shows
a portion of the detailed block diagram for Program I.
This diagram, modified for the purpose of this article,
shows how the data is processed in the Basic Record
routine of the program.
After the detailed block diagrams were prepared and
checked for logic, the processing steps were coded in IBM
autocoder language. This programming language is an
advanced symbolic programming system which allows the
programmer to state a data processing procedure in such
a manner that much of the clerical work of program
writing — i.e., machine language coding, instruction
THE
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sequencing — is transferred to the computer. T h e processing steps once coded in the programming language and
put on computer-readable input—cards, magnetic tape—
constitutes the source program. This source program is
then translated by a processor program; in this case, die
autocoder processor. T h e translation results in machine
coded instructions, computer core storage assignments,
and an assembled program known as the object program.
T h e object program is then used by the computer to
actually process data. The auditor must retain the source
and object programs which he has prepared for subsequent changes, if necessary, and subsequent use in obtaining the desired audit information.

we would argue that auditing "through the computer"
gives results which more than offset the time and effort
involved in doing so. Briefly, the results can be summarized as:

The assembled object program must then be tested for
logic and coding errors with data in computer-readable
form and for which results have been pre-determined. For
the testing of our computer programs, we used the client's
accounts receivable magnetic tapes for a date prior to
year-end and from which an aged trial balance had been
prepared. T h e aged trial balance was used to compare the
accounts and totals printed on our Accounts Receivable
Circularization Report. Timing and advance planning is
important to ensure the availability of the data to be
tested in computer-readable form.

2. Better letters of recommendations — A detailed review of the computer system along with the design
and use of effective tests will enable the auditor to
evaluate the client's input-output controls, built-in
machine controls, programmed controls, and operating controls. Such an evaluation will result in more
informative and constructive letters of recommendations and, hence, increased service to clients.

The computer processed all three programs in less than
10 minutes during which:
1. Over 4,000 accounts had been aged and tested for
confirmation and exception reporting criteria.
2. All accounts selected for positive and negative confirmation had been listed and control totals had been
printed for comparison to the client's aged trial
balance.
3. An exception report was prepared which showed all
accounts over credit limit, out of balance, or with
credit balances greater than $500.
True, it took time to prepare these computer programs.
But a comparison of time spent by the audit staff in prior
years, versus the time involved in preparing the computer
audit programs is not valid for at least two reasons. First,
the computer audit programs can be used in future years
or as long as the client does not change his system. Second,
much more is performed by these audit programs than
was performed in the past.
Summary
Using the computer in auditing, as in data processing,
presents several problems of which the user should be well
aware. These problems are far from insurmountable and
perhaps not as difficult as some people make them sound.
But, even if we agreed that the problems were difficult,
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1. Better knowledge of the client's system of procedures
and controls — Many computer installations are
integrated management information systems providing operating, as well as financial, information. A
review of such a system will necessarily provide the
auditor with a more complete understanding of the
client's "total" system of data processing and controls than normally obtained by auditing "around
the computer."

3. Better use of the exception principle — By using
computer audit programs, the exception principle,
so widely accepted by the auditor, may be used more
effectively. Audit work is primarily an evaluation
process which can be divided into two phases — a
selection process to segregate the conditions needing
special analysis, and the special analysis process itself. Conditions to be analyzed are normally selected
according to objectively-determined criteria. These
objective factors, once defined, can be programmed
and the computer can perform the selection. T h e
analysis process, involving human judgment and
decision-making, is then left for skilled auditors, who
are free to put their efforts in the subjective phases
of evaluation.
Some auditors, because of the problems presented in
this article, will continue to use visible output in performing the audit of companies with electronic data processing
equipment. We believe that auditing "around the computer" is a short-run approach. With the increased sophisticated use of computers and the advent of On-Line, RealTime systems, the audit trial will be significantly obscured
and will necessitate auditing "through the computer."
Such an approach will make the auditor's procedures
more efficient, make his auditing more effective, and help
his clients develop systems of internal control which are
more in keeping with the requirements and the potential
of EDP. The positive approach not only provides the best
service to our clients, but is also the most interesting.
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Robert Trueblood (left) Partner-In-Charge in Chicago, received the outstanding achievement award given by the School of Business
Administration,
University of Minnesota. After receiving a Gold Medal and Citation, he
talks with Charles T. McGarrough, president of the School's Alumni Association (center) and Dean Paul V. Grambsch.

Luis Leite (left) from our office in Sao Paulo bids farewell to Jim Johnston, International Secretariat. Mr.
Leite was returning to Brazil after a one and a half
year training program in management services in New
York.

Dr. Rusi Cooper, managing partner of
\Touche, Ross, Bailey & Smart in Bomway, has been unanimously
elected
{president of the Institute of Chartered
\Accountants of India for 1963-64-. He
Uned the Central Council of the Institute in 1958 and was vice president for
[962-63. A director of several Public
I Companies in Bombay, he is also a member of the Managing Committee of
{Indian Merchants' Chamber. Dr. Cooper
lecializes in management services and
taxation.

f

The Pittsburgh
The subject of
office; William
dean; Carman

Louis A. Werbaneth, (left) Partner-In-Charge in our Pittsburgh office, was
discussion leader when the Erie Chapter of the Pennsylvania Institute of
CPAs conducted a seminar at Gannon College on "Problems of the CloselyHeld Corporation." Participants from other firms were Paul L. Quimby
(center) and Joseph L. Bressan.

office was host to a dinner for the accounting faculty at the Pennsylvania State University on October 22.
discussion was accounting education. Shown here from left to right are Donald H. Cramer from the Executive
Farrara, associate professor of accounting; Richard M. Colwell, professor of accounting; Ossian MacKensie,
G. Blough, visiting professor of accounting; Alan D. Henderson and Louis Werbaneth of the Pittsburgh office.

p/iligr Baudouin of Belgium
mlaurice J. Anspach, (center)
§office in Brussels. The occasion
Mmine of Warmifontaine, one of

(left) is shown with
who is charge of our
was a visit to the slate
the largest in Belgium.

With Alumni . . .
Boston-—-Ronald G. Segel, formerly of the audit staff,
resigned in September to accept a position as financial
officer with a jewelry firm in Detroit.
Dallas — Robert McCurry of the Dallas tax department
resigned to accept a professorship at Howard Payne College in Brownwood, Texas. Mr. McCurry will be teaching
accounting and will be head of that department.
Dayton — Rust Gray is finance instructor at Miami University in Oxford, Ohio.
Jack Wright resigned to accept a position as administrative vice-president-controller with the West Virginia
Life Insurance Company.
Gill Hammer resigned to accept a position as auditor
of the new Dayton Inn Motel opened October 31st in
Dayton.
Jerry Wheeler resigned to accept a position as assistant
to controller at Top Value Enterprises, Inc.
Wally Plattenburg has accepted a position as controller
of Marshall-Durham, Birmingham, Alabama.
Larry J. Fleck resigned in September to join a local
CPA firm.
Kansas City—Dewey L. Pleake, a member of the Kansas
City office staff for the past three years, resigned to take
a position with the U. S. Safety Service Co.
Los A n g e l e s — John Cinnamon, formerly of the Los
Angeles office, has been appointed assistant vice president
of Greater Arizona Savings and Loan in charge of their
Tucson branches.
M i l w a u k e e — Peter Stolz has accepted the position of
assistant controller with a new client, Wisconsin Bridge
& Iron Co.
Minneapolis — Frank Schutta of Management Services
resigned to take over duties as a cost accountant for the
Marquette Corporation, a client of the Minneapolis
office.
Harold Klose resigned in October to take over his duties
as secretary and controller of Schlampp Furs, a client of
the Minneapolis office.
N e w York—Joseph T. Casey, manager in the New York
office, has resigned to accept the position of controller of
Litton Industries in Beverley Hills, California.
Rube Sussmann has been appointed controller of Dairy
Fresh Associated Foods in Los Angeles.

42

Portland — Ruth Goodwin resigned this month to go to
work for Pacific Northwest Gas Co. as an assistant comptroller. Miss Goodwin has been in charge of all our office
files for several years.
St. Louis — Peter Owen, manager in Management Services, has been appointed treasurer and assistant secretary
of Orchard Paper Co. H e assumed his new responsibilities
October 1st.
San Francisco — Pete Scott, formerly of our firm, left his
position at Tay-Holbrook to become Treasurer of DiGiorgio Fruit Corp.
Richard E. Brown left to accept a position as comptroller with Bear Creek Orchards in Medford, Oregon.
Paul Kadden is now comptroller for Service Distributors, Inc. in San Francisco.
Glen Mowry, formerly of our firm, has been promoted
to senior vice president of the Bank of California in
San Francisco.
Don Seesee, also a former TRB&S man, succeeded
Mr. Mowry and is now comptroller of the Bank of California.

Applause . . .
A t l a n t a — W o o d y Dryden was appointed to the Atlanta
Chapter of CPA's Committee — Conference of Bankers
and CPA's. He was reappointed to the Public Finance
Committee of the Atlanta Chamber of Commerce. Mr.
Dryden is a committee chairman for the Southern States
Conference of CPA's to be held in Atlanta in 1964.
Robert E. Minnear is now a member of the Board of
Governors of the Atlanta Chapter of the Institute of
Internal Auditors. Mr. Minnear is also secretary and
chairman of the Bulletin Committee of the Atlanta Chapter of the Georgia Society of CPA's for the 1963-64 year.
George B. Vest, Jr. is assistant secretary of this organization and George C. Wright, Jr. is serving on the Membership Committee.
E. A. Duff Macbeth has been elected vice president of
the Atlanta Chapter of Budgeting Executives Institute.
Mr. Macbeth is also a committee chairman for the national conference to be held in Atlanta in 1967.
Chicago — Robert Trueblood has been appointed to the
Commission on the Study of the Common Body of Knowledge, a 13 member advisory commission which will conduct a two-year study of the profession. The project is
being jointly financed by the AICPA and the Carnegie
Corporation. Mr. Trueblood addressed the participants
at the American Institute's Staff Training program at
THE
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Bradley University in Peoria on August 30 on " T h e
Future of the Accounting Profession." Mr. Trueblood has
also been appointed chairman of the Accountants Division for the Crusade of Mercy Campaign to be conducted
this fall in the greater Chicago area.
The fall issue of The Illinois Certified Public Accountant contains an article written by Donald Hausman entitled "Generally Accepted Accounting Principles for Tax
Purposes."
James Bragg, Irwin T. David and Herbert Kemp of
the management services staff presented a full day discussion on " T h e Use of Data Processing Equipment for
Small Business" at a conference sponsored by the Chicago
Association of Commerce and Industry on October 9th.
T h e subjects covered were "Introduction and Background"; "Data Processing — A Management T o o l " ;
"Equipment and Methods"; "Determining the Practicality of Mechanization"; and "Roadblocks to a Succesful System".
Carroll Ebert participated in a two day review of the
audit reports of the school districts of the State of Illinois
sponsored by the Committee on Standards of Reporting
of T h e Illinois Society of Certified Public Accountants.
Allen Howard has been named a member of the
Accountants' Committee for the American Cancer Society
Bequest Program.
Justin Davidson has been selected to serve on the
American Institute of Certified Public Accountants'
Committee on Statistical Sampling for the 1963-64 Institute year. O n September 7th Mr. Davidson participated
in the 15th annual all day conference on Quality Control
and Statistics in Industry held at Rutgers University,
New Brunswick, New Jersey. The title of his talk was
"Sampling and Accounting—Past and Future." O n September 18th, he spoke before the American Management
Association Finance Seminar in Chicago on " T h e Use of
Scientific Techniques as Analytical Tools in the Acquisition Process."
At a luncheon in his honor at the Chicago Club,
George Touche gave a talk on Economic and Political
Conditions in Europe. Jackson Smart introduced Mr.
Touche. The luncheon was attended by clients, officers
from a number of banks, and other leading business
concerns.
Cleveland — Gregory M. Boni's article in the Journal
of Accountancy
entitled "Impact of Electronic Data
Processing on Auditing" has been reprinted almost in
total in the American Banker, and Harvard has requested
permission to summarize the article for its library. T h e
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United States General Accounting office has also requested permission to reprint 100 copies.
Frank Break was appointed chairman of the Federal
Income Tax Committee, Cleveland Chapter of the Ohio
Society of CPA's. Mr. Break was also elected a member
of the State Income Tax Committee of the Ohio Society
of CPA's.
Dayton — R. Allan Parker appeared on a half hour television interview in connection with the United Appeals
of Montgomery and Greene Counties annual fund campaign.
The Ohio Society of Certified Public Accountants will
hold their annual meeting in Dayton on June 15, 16 and
17, 1964. The following Dayton personnel are on various
committees to plan for the convention: Exhibits — I. C.
Wallace; Finance—H. J. Olt; Golf—F. P. Rieser; Hospitality—R. A. Parker; Program—L. W. Buenzow; Publicity
— C . G. Taylor; and Registration—D. W. Charles.
R. Allan Parker and Keith A. Cunningham were honored at the October meeting of the Dayton ChapterOSCPA when they were both presented with citations
from Governor Rhodes of Ohio for their contribution to
the work of the "Little Hoover Commission."
R. Allan Parker has been appointed to the newly constituted Practice Review Committee of T h e Ohio Society
of Certified Public Accountants.
Herman J. Olt has been appointed to the Long Range
Planning Committee of T h e Ohio Society of Certified
Public Accountants.
Denver — On November 7th Russell Palmer gave a talk
at Denver University to the Beta Alpha Psi accounting
fraternity on "A Future in Public Accounting."
O n October 22, C. H. Griffin spoke to the Accounting
Club of Colorado State University on typical experiences
with a national accounting firm.
Detroit — O n August 20 John D. Hegarty spoke at the
annual dinner meeting of the Golf Association of Michigan on " T h e Effect of the New Entertainment Rules on
Country Clubs and their Members." At the Texas CPA
society's 10th Anniversary Institute of Taxation, he covered important areas of dispositions of depreciable assets
and restoration of investment credit.
James R. Anderson presented a Tech Clinic Program
on "Budgeting Time-Planning and Scheduling Your
Work Day" at the September 4 meeting of the Detroit
Chapter of the Systems and Procedures Association.
Mr. Anderson was recently appointed chairman of the
Arrangements and Reception Committee for this organi-
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zation. Harvey D . Braun, also of the Detroit office, is a
member of his committee.
At the September 23 meeting of the Detroit Chapter
of the Financial Executives Institute, James E. Seitz
spoke on "Management Services — Past Practices and
Emerging Trends."
John W. McEachren was technical forum leader at the
Ninth Annual Study Conference at Pennsylvania State
University in September.
Executive Office — Robert Beyer's book, Profitability
Accounting for Planning and Control, has just been published by Ronald Press and has already received favorable reviews in several publications. Mr. Beyer and Victor
H. Brown were the chairmen at the American Management Associations seminar on "Profitability Accounting
and Control."
Felix Probandt spoke at the American Management
Association orientation seminar on "An Introduction to
Overseas Finance and Management."
William Werntz addressed the opening meeting of the
Atlanta Chapter of the National Association of Accountants. His subject was "Current Developments and Inconsistencies in Accounting Thinking."
Richard Sprague made a presentation at the International meeting of the American Institute of Industrial
Engineers on September 23. His topic was " T h e Technology of Management Information Systems." Luis Leite
assisted with simultaneous translation facilities in French
and Spanish. Mr. Sprague spoke on "Communications
Requirements for Management Information Systems" at
the October 7 seminar of the American Management
Association on Data Communications. H e also participated in a panel discussion at the annual Fall Joint Computer Conference in November. At the 10th Institute on
Electronics in Management at American University in
Washington, D. C. his subject was Real Time Systems —
Current and Future. Mr. Sprague was also General
Chairman for four sessions on Information Needs and
Organization Structure at the Logistics Symposium of
the Washington, D. C. Operations Research Council.
Dennis Mulvihill was chairman of one of the sessions
discussing Control Problems. The Symposium was conducted primarily for the benefit of the Department of
Defense.
Grand Rapids—Joyce E. Cowman spoke on "Programs
to Continue Member Education" at the joint annual
meeting of the American Woman's Society of CPA's and
the American Society of Women Accountants in Minneapolis October 1-4.
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O n October 15 Richard W. Lamkin spoke on "Profitability Accounting" at a meeting of the Grand Rapids
Chapter of the American Society of Women Accountants.
Houston—C. A. Blankenburg has accepted appointment
to the Budget and Finance Committee for the International Conference sponsored by the Houston Chapter,
Institute of Internal Auditors which will be held from
June 14 to 17, 1964. Herbert J. Brewer has been appointed
to serve on the Hotel Reservations Committee, and R. J.
de Reyna has been asked to serve on the Hospitality
Committee for the Conference.
On September 18, Owen Lipscomb participated in a
panel meeting at the regular meeting of the Tax Forum
of the Houston Chapter of Certified Public Accountants.
His topic was "Travel and Entertainment."
Leland C. Pickens was guest lecturer at the Institute
of Retailing, University of Houston on October 16. His
subject was "Sales Planning — A Joint Function of Merchandising and Accounting."
T h e Federal Taxation Committee of the Houston
Chapter of the Texas Society of Certified Public Accountants sponsored three of the American Institute
professional development courses during the fall months.
Thomas C. Latter and Wesley Ashendorf acted as discussion leaders for the "Pension and Profit-Sharing Plans"
course October 10, 15, and 17.
Kansas City — Maurice L. McGill spoke on "What
Your Auditor Can Do For You" before the managers'
seminar of Crown-Bremson Industries, Inc., on August
23 in Excelsior Springs, Missouri.
Richard V. Julian was appointed to the Accounting
and Auditing Procedures Committee of the Kansas CityChapter of Missouri Society of Certified Public Accountants for the 1963-64 year. The Society also announced
the appointment of Maurice L. McGill to the Cooperation With Bar Association Committee, and the appointment of Jerry B. Jackson to the State Taxation Committee.
Loren G. Hoffman appeared before the Controllers'
Group of the Kansas City Savings and Loan League on
November 21 as a member of a two-man panel discussing
the "Problems in Working With the 1962 Tax Act."
Carleton H. Griffin of the Denver office spoke in
Kansas City at the Kansas Tax Conference, sponsored
jointly by the University of Kansas and the Kansas
Society of Certified Public Accountants. His topic was
"Changes in Method of Accounting."
Los A n g e l e s — Jack Heil was the luncheon speaker at
the Phoenix Chapter of the American Savings and Loan
THE
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Institute's Annual Employees' Day on September 6. The
subject of his talk was "Preparing to Become Tomorrow's
Association Manager." Mr. Heil was also the discussion
leader at the 1963 Management Services/Systems Seminar sponsored by the California Society of CPA's on
October 4.
Neil R. Bersch will teach a twelve session course on
Savings and Loan Taxation to Los Angeles County Controllers' Group this fall. Mr. Bersch gave a speech on
"New T a x Developments Affecting Retail Stores" to the
Western Regional Retail Controllers' Conference in San
Francisco on August 29. He has been appointed a member of the Taxation Committee of the L. A. Chapter, and
a member of the State Taxation Committee of the California Society. Mr. Bersch has also been appointed a
member of the CPA Advisory Committee of the Los
Angeles Junior Chamber of Commerce, and has become
a member of the Federal Affairs Committee of the Los
Angeles Chamber of Commerce.
Richard G. Stratford gave a talk on "Management
Development" before the Canadian Institute of Chartered Accountants in Winnipeg on September 12.
Kenneth Nelson has been appointed a member of the
Educational Standards and Student Relations Committee
of the California Society of CPA's and a member of the
Accounting and Auditing Committee of the L. A. Chapter of the California Society.
James Crosser has been appointed a member of the
Savings and Loan Committee of both the California
Society of CPA's and the Los Angeles Chapter of the
California Society.
Larry Fuller has been appointed a member of the
Admissions Committee in the Los Angeles Chapter of the
California Society of CPA's.
Memphis — At a recent meeting of the Memphis Chapter of The Society for Advancement of Management,
Kenneth J. Gordon was elected to serve as executive
vice-president for the year 1963-64.
M. O. Carter was presented a Life Emeritus Gold
Card Membership at a recent meeting of the National
Association of Accountants. Mr. Carter was one of the
original charter members of the Memphis Chapter and
has been an active member since its inception in 1913.
Kenneth J. Gordon has been re-elected as director and
treasurer of the Memphis Chapter of the Tennessee
Society of CPA's; he also has been elected as associate
director of the Memphis Chapter of the National Association of Accountants and executive vice-president of
Memphis Society for Advancement of Management.
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Clinton R. Pearson, Roy L. Gates, John W. DeWitt,
Donald F. Stark, Anne N. Hamilton and Ann W. Agee
have been appointed to various committees of the Memphis Chapter of the Tennessee Society of CPA's.
M i l w a u k e e — Irving Vande Vrede has been elected
program committee chairman of the Systems and Procedures Association, Milwaukee Chapter, for the 1963-64
year. At the International Systems Meeting October 14
through the 16th, he served on the program committee
as chairman of the "Horizons" group, which selected the
subjects for ten seminars. Don Best made a presentation
on "What Top Management Expects From A Profit
Planning Program." Don Best also spoke on Profitability
Accounting before the annual meeting of the division
controllers of the Koehring Company held in Milwaukee
on October 14.
O n September 17 Don Trawicki was the opening
speaker in a three-session seminar on " T h e Role of
Finance and Scientific Management" sponsored by the
Milwaukee Chapter of the Society for Advancement of
Management in Milwaukee. O n October 3 he spoke at
the seminar "Finance and Accounting for Non-Financial
Executives" sponsored by St. Louis University.
A five-day seminar on Profitability Accounting was
held at the University of Wisconsin Management Institute in Madison from September 23 to the 27th, inclusive. Participating in the presentations were Don Best,
Bob Nienow and Don Trawicki.
Jay Lieberman addressed a group of 150 members of
the Biscuit and Cracker Distributors Association at their
twentieth annual convention held in Chicago at the
Sheraton-Chicago Hotel October 17, 18 and 19. T h e
subject of his talk was " T h e Effect of Current Tax Laws
on You."
George Heberer has been appointed vice-president of
public relations for the Milwaukee Chapter of the Society
for Advancement of Management. This covers the 196364 year.
Minneapolis — A number of people from the Minneapolis and St. Paul offices were active in the planning of
the 76th Annual AICPA meeting held in Minneapolis
October 6 through 9. James F. Pitt was on the general
committee and Mrs. E. Palmer Tang was on the general
committee for the ladies' activities. Mr. and Mrs. Pitt
and Mrs. Ostlund served on the hospitality committee.
Mr. Pitt was chairman of the Stag and Carl Pohlman,
Robert Mooney and Einar Ross also served on the committee. Mr. and Mrs. T a n g were on the committee for
entertaining the Council members and wives. Clayton
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Ostlund served on the transportation committee.
Clayton Ostlund was in charge of the arrangements
for a series of three courses being given by the Professional Development Committee of the Minnesota Society
of CPA's on October 24 and 25.
Robert Mooney was the principal speaker at the meeting of the Minnesota Accounting and Finance Council
on October 23.
N.A.A. appointments for this year include Harold
Klose as associate director of member attendance and
Clarence Holtze as chairman of the committee providing assistance to the Minneapolis Junior Achievement
Companies.
T h e Minnesota Society of CPA's Committee appointments for 1963-64 include: Accounting & Auditing Procedure: J. R. Beck, M. L. Dawson, E. S. Ross, and
R. J. Bach; Auditing: R. J. Bach; Cooperation with Bar
& Accounting Association: J. F. Pitt; CPA Consultation:
E. P. T a n g ; Cooperation with Bankers: G. E. Maas,
C. G. Pohlman, and K. H. Stocke; Estate Planning:
R. J. Mooney; Legislative Policy: J. F. Pitt and E. P.
T a n g ; Management Service: K. F. Schuba; Past Presidents: J. F. Pitt and E. P. T a n g ; Personal Financial
Management: H. E. Klose, Vice Chairman; Professional
Standards: G. C. Ludolph and A. C. Ostlund; Professional Development: A. C. Ostlund, chairman, and G. T.
McCormick; Publications: W. E. Nelson; Public Relations: R. L. Guinand; State & Municipal Auditing:
C. E. Holtze; T a x Conference: J. F. Pitt; Taxation—
federal & state: M. T. Rockowitz.
Robert Mooney spoke on Travel and Entertainment
Expense at the August 15 meeting of the Mechanical
Contractors Association of Minneapolis. The talk was
followed by a question and answer period.
Palmer T a n g was elected to the Executive Committee
and James Pitt was elected to the Ethics Committee of
the American Institute of Certified Public Accountants
at their annual meeting held in Minneapolis in October.
Kenneth Schuba will serve as discussion leader for the
National Association of Accountants workshop on systems
and procedures. Mr. Schuba has been named chairman
of the Management Services sub-committee of the Minnesota CPA Society to develop a workshop for the members on Cost Accounts Systems.
N e w York—Bernard Cianca gave a talk entitled "Cooperation between the Controller and the Auditor with
emphasis on Expediting the Year-end Audit" on behalf
of the Retail Accounting Committee at the November 12
meeting of the New York State Society of CPA's.
John Ehling has become a member of the Arbitration
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and Mediation Committee of the New York Society.
Herbert Weiner has been appointed chairman of the
accountants division of The Legal Aid Society's 1964
campaign. He also gave two talks to retailers recently. O n
October 3rd he spoke on Proposed T a x Legislation
Affecting Retailers and on November 6th he talked on
the new revolving credit installment regulations at an all
day National Retail Merchants Association workshop in
New York.
John Carroll gave a speech on Auditing Inventory to
the Credit Department of Franklin National Bank.
Dennis G. Price gave a talk to the Albany Chapter of
the Systems and Procedures Association on " E D P and
Total Systems Design."
Ed Weinstein's article "Examining a Company in
Bankruptcy" which appeared in the September Quarterly
was quoted in the November issue of the New York
Certified Public Accountant. The section on unusual conditions existing in a bankruptcy audit and the unusual
audit steps taken to meet some of these conditions was
included in the Accounting News and Trends column of
the magazine.
Dennis Mulvihill conducted a seminar on "Data Processing for Governmental Accounting" at the Data Processing Management Association's International Electronic
Business Systems Conference in Phoenix, Arizona. Mr.
Mulvihill, assisted by Joseph Casey, co-chaired a seminar
on E D P Audits and Control for the American Management Association in New York City on October 7 and 8.
On October 14 Mr. Mulvihill spoke before the International Systems Meeting in Milwaukee on " T h e Role of
a Real Time Computer in a Total Systems Concept." His
subject on October 31 was "Comsoal — The Use of
Heuristics and Monte Carlo Techniques for the Solution
of Complex Manufacturing Problems," when he addressed the Technical Association of the Pulp and Paper
Industry in New Orleans.
Victor H. Brown spoke at T h e National Association
of Small Business Investment Companies' second annual
Executive Seminar at the University of Wisconsin. T h e
topic of his talk was: "Analysis and Interpretation of
Financial Statements of Small Business Companies." O n
October 19 he spoke before the annual fall meeting of
the Northeastern Regional Association of Small Business
Investment Companies on "Gleaning of Information for
the Cure and Prevention of Portfolio Company Ills."
Robert Burton and Victor H. Brown made a presentation to the New York and Eastern Chapter of the
Envelope Manufacturers Association in September. T h e
topic of the presentation was " T h e Assembly and Use of
THE

QUARTERLY

Cost Data by Envelope Manufacturers."
Philadelphia — Lawrence J. Scully was chairman of a
panel on " T a x Accounting Problems" presented during
a two-day tax forum sponsored by the Philadelphia
Chapter of Pennsylvania Institute of Certified Public
Accountants in Philadelphia on December 5 and 6.
Roger C. Markhus was a member of the Publicity Committee, and was the moderator on the second day of the
forum.
William L. Azpell addressed the Ambler Kiwanis Club
during October.
Millard L. Breiden addressed the Retail Hardware
Dealers Association of Philadelphia on November 19, on
"Meaningful Financial Reports."
Members of the staff of the Philadelphia office are
serving on committees of the Pennsylvania Institute of
Certified Public Accountants: George O. Tonks—Member, Committee on Annual Meeting; Lawrence J. Scully
—Chairman, Committee on Legislative Policy; Millard
L. Breiden—Member, Committee on Legislative Policy;
George O. Tonks—Member, Committee on Nominations
and Member, Editorial Board; Donald B. Harsh—Member, Philadelphia Chapter Subcommittee; Millard L.
Breiden—Chairman, Committee on Legislation; Lawrence J. Scully—Member, Advisory Committee; William
L. Azpell, Jr. — Member, Committee on Auditing &
Accounting Procedures; John E. McConnell—Member,
Committee on Auditing & Accounting Procedures; Millard L. Breiden—Member, Advisory Subcommittee—
Committee on Management Services. Serving the Philadelphia Chapter of the Pennsylvania Institute of CPAs:
William J. Byrne—Member, Committee on Cooperation
with Bankers and Other Credit Grantors; Harry C. Messigner—Member, Committee on Budget and Finance;
George O. Tonks—Member, Advisory Committee on
Programs; John F. Dolan—Committee on Attendance
and Reception; Howard H. McConnell, Jr.—Vice Chairman, Committee on General Meetings; John E. McConnell—Member, Committee on Social Activities; Roger C.
Markhus—Member, Committee on T a x Meetings; William L. Azpell, Jr.—Member, Committee on Technical
Meetings; William J. S. Borie—Member, Committee on
Local Publicity; Donald E. Visconti—Member, Committee on Relations with Schools and Colleges; Millard L.
Breiden—Chairman, Committee on Management Services ; Donald B. Harsh—Member, Chapter Subcommittee
on Membership.
P h o e n i x — Ira Osman, chairman of the Arizona Society
of CPA's Committee for Cooperation with Educational
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Institutions, arranged to have six Arizona CPA's speak
before 13 elementary accounting classes at Arizona State
University on the opening day of school.
R. Dixon Wood was a featured speaker at the annual
convention of the Arizona Consumers Loan and Finance
Association held in Tucson on October 25.
Pittsburgh — O n October 23, the first annual LawyerCPA Conference sponsored by the Allegheny County Bar
Association and the Pittsburgh Chapter of the Pennsylvania Institute of CPAs was held in Pittsburgh. Mr. Werbaneth was a member of the panel which discussed
"Going Public with your Client" at this Conference.
Mr. Werbaneth addressed the Holy Name Society of
Pittsburgh, November 17th on "Economic Aspects of the
Latin American Situation." "Taxes and You" was the
title of his talk before the Indiana Industrial Management Club. When he addressed the Dickinson School of
Law Forum on Federal and Pennsylvania Taxation in
Harrisburg his subject was "Investment Credit."
Anthony E. Rapp, now of our New York office, was a
discussion leader at the AICPA Staff Training Program
held at Duquesne University from September 19 through
30.
Walter T. Porter, Louis A. Werbaneth, Jr., Joseph F.
DiMario and Alan D. Henderson led an informal discussion on "Auditing and E D P " among members of the
faculty at West Virginia University on October 9.
William J. Simpson addressed the advanced accounting class of Youngstown University, Youngstown, Ohio
on November 19; his topic was "Problems Encountered
in a T a x Practice." Mr. Simpson addressed the Pittsburgh office of the New England Mutual Life Insurance
Society on September 27 on "What's Happening in
Washington, D.C." He also participated in the Pennsylvania Institute of CPA's December T a x Forum in Philadelphia.
Henry J. Rossi addressed a dinner meeting of the Firth
Sterling Foremen's Club on October 1. Mr. Rossi's subject was "Reliability of Financial Statements—the CPA,
Who he is and What he does."
Alan D. Henderson discussed "Control of Fixed
Assets" on November 12 at the Indiana State College
( P a . ) , and also spoke before the staff of Jameson Memorial Hospital, a Pittsburgh office client, on "Budgeting."
P o r t l a n d — A t a recent meeting of the Oregon Society
of CPA's, C. Wade Hanson was the discussion leader of
"Professional Ethics" and William E. Neely was a codiscussion leader of the "Management Planning and
Control in Industry." Mr. Hanson is also serving on a
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Chamber of Commerce taxation committee formulating
a tax program to be submitted to the Legislature upon
the failure by referendum to the Legislature's 1963 taxation measures.
Davison Castles is chairman of the Portland Chapter
of N O M A for 1963-64.
O n October 16th, John S. Crawford spoke before the
Portland Chapter of the Oregon Association of Public
Accountants on "Tax Problems of Fiduciaries."
Rochester — On October 15th Gail Brown spoke before the Rochester Institute of Technology Chapter of
Delta Sigma Pi on " C A R E E R S IN T H E BUSINESS
W O R L D . " On October 17 Mr. Brown presented The
New York State Society of Certified Public Accountants
Award to the outstanding 1963 accounting graduate at
the Bi-Annual Convocation of the College of Business
Administration of the University of Rochester.
Robert Warth has been appointed to the Board of
Directors of the Rochester Chapter New York State
Society of CPA Candidates.
St. Louis — Eugene J. Schorb is teaching an extension
course at Southern Illinois University (Columbia, Illinois
branch) on income tax procedures.
Andrew C. Ries was appointed chairman, Federal Tax
Committee, Missouri Society of CPA's. Mr. Ries was also
on the committee for the Mid America T a x Conference
sponsored jointly by Missouri Society of CPA's and
Washington University on November 7 and 8.
David L. Fleisher gave a talk before the Retail Controllers Group November 19 on Management Reporting.
San D i e g o — Glen A. Olson has been appointed chairman of the Professional Organization Group for the
United Fund Drive for greater San Diego.
Raymond D. Taramasco was recently appointed to the
CPA Examination Committee and the Management
Services Committee of the San Diego Chapter of the
California Society of Certified Public Accountants.
San Francisco — William Grismer gave a talk to the
Bay Area Savings & Loan Comptrollers' group on September 19 concerning "Federal Taxes for Savings Associations."
Robert Steven and Theodore Wentz were panel
members on the first quarterly conference on "Putting
Management Principles to Work," put on by the AMA
in Palo Alto on September 26 and 27. Mr. Wentz gave
a talk on "Pricing and Estimating" at the 1963 Management Services/Systems Seminar sponsored by the California Society of Certified Public Accountants on October
11th.
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Ralph Walters has been appointed to the Auditing
Committee of the American Institute of C.P.A.'s and
Leroy Schadlich has been appointed to the Federal Taxation Committee.
Dale Bowen gave a talk at the 41st Annual Convention of Pacific States Cold Storage Warehousemen's
Association held at Yosemite National Park, California,
October 7 and 8 on "Plans for Continuing the Cost
Program."
S e a t t l e — Gerald Gorans and Durwood Alkire have
been appointed to the CPA Consultation Service of the
Washington Society of CPA's, Mr. Gorans to the panel
on Management of an Accounting Practice and Mr.
Alkire to the panel on Tax Practice.
Durwood Alkire had an article in the October issue of
Tax Executive entitled " T h e Investment Credit." H e
participated in a panel at the annual meeting of the
American Institute of CPA's in Minneapolis on October
9 on " T h e CPA's Responsibility in T a x Practice." At
that meeting he was elected to the Committee on Nominations for the coming year. He will continue his membership on the Federal Taxation Committee of the
Institute and also serve on the subcommittee on taxation
of special entities and industries. At the 27th Annual
T a x Clinic of the Wisconsin Society of CPA's in Milwaukee, Mr. Alkire spoke on "New Developments in the
Tax Laws, Including Travel and Entertainment."
W a s h i n g t o n — Denis Crane has been appointed to the
Auditing Procedures Committee of the District of Columbia Institute of CPA's.
Karney A. Brasfield was appointed a member of the
Committee on International Organizations.
Mr. Brasfield spoke at the 54th Annual Convention of
the Ohio Association of Real Estate Boards in Columbus,
Ohio, September 22 through 25th. Mr. Brasfield's subject
at the appraisal seminar was "Income Aspects of Shopping Centers."
Keith Engel has been appointed to the AICPA tax
committee. H e has also been appointed to the tax committee of the District of Columbia Institute.
Tom Hitselberger was an instructor of the Eighth Institute on the Operation and Management of Shopping
Centers. T h e Institute was conducted in Tucson, Arizona, and was sponsored by the International Council of
Shopping Centers in cooperation with the Division of
Continuing Education of the University of Arizona. His
subject was forecasting, accounting and reporting for
shopping centers.
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